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Preface 

car/v 19921 found myself at the Regent s 
On a Sunday afternoon in ear ') resigned my position as a 

« »«.« " —' “»• “I » 4' e»W,er. My 

derivatives dealer at a large City firm only 

attention was caught by a sign on the mosque notice board which rea 
“Islamic economics lesson. Room 7,2pm to 4pm . Well, it was pm, 
and I didn't believe in coincidences. In Room 1,1 found a teacher, a 
whiteboard , and an audience of two. One was an elderly lady who 
had come in to shelter from the rain. She rearranged her carrier bags 
frequently but said nothing. The other was a Pakistani gentleman with 
w nte hair and a long beard who stood occasionally to give his own 
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, , modem humanity 

His message w as that the <xonomic di%ca>v all . message 

is a disease ol'usurv and monev suppb expansion, am 

Nm.Mlv’ them WCU IllttlTY 
that had rn.uk' him some important enemio - , 

businessmen who tad tried » Wart* •»* *“? 1 . ■ 0 . 

who had tried to institutionalise them in the ,o rm c , 

For the most part, such men ignored Mohatned s analysts. Even when 
his warnings of failure came to fruition, the larger 'y"’ 1KCl 11 crence 
organisers continued to promote the same tired o ace. \ u la 
displayed no such wisdom, except in hindsight. 

As the Islamic banking movement became increasingly co-opted by 
its interest-based counterpart. I too felt the urge to go on the campaign 
trail. Soon I began to accept engagements where I could challenge the 
orthodox financial beliefs of our time. As one would expect at the outset 
of a speaking career. I faced many empty lecture rooms, but thanks to 
Mohamed I earned with me the story of Abraham. I comforted myself 
v\ ith the know ledge that what Allah (s.w.t.) really cares about is not the 
result of our efforts, for this is in His hands alone, but rather the nature 
of the efforts themselves. Those who speak the truth, sincerely and with 
perseverance, should never be seen as having failed. 

Over the years. Mohamed and I have discussed economic affairs together 
on manv occasions, considering how Islam caters for the economic 
challenges of the modem age. Finally, more than twenty years after 
our first meeting. I hav e the great pleasure of editing a collection of 
the key ideas that have impressed me in his work. Here the reader will 
find essential and often simple principles that can be incorporated into 
any genuine attempt at financial reform. Together they form a beautiful 
tapestry of understanding that will help a w ide range of readers deal 
with the complex world around us. May Allah reward the author for his 
efforts, and allow' us to see some of his ideas in action. 


Tarek El Diwany. 

London, Ramadan 1434 AH, July 2013 CE. 
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exist as academic tools tor us 

dimension, and while a particular action may indeed have its pin ty 
impact in one dimension, it is nevertheless true that evety action has an 
impact that is to some extent multi-dimensional. 

Economics is one of the many branches of knowledge that concerns 
itself with human behaviour. In a large number of textbooks, the 
existence of an “economic problem" is given as a central justification 
forte of the subject. This economic problem has been described 
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embraces the rulings ol the Hol\ Qunui and the sunnah of the Prophet 
ohammed (s.a.w ) as its \ en foundation These rulings and the related 
slamie values are meant to organise all aspects of human activity, and 
1 e resu ^ °l their application is a balance between human activities of 
all kinds and the phvsical vvorld around us. 

In order to help newcomers understand the various strands of Islamic 
economic thought. I have decided to divide this work into four parts 
esc incorporate much of the material compiled in my PhD thecic 
emided ‘The Islamic Concept of Monev and its Financial Implicat on" ’ 
at the University of Wales in 2010. 

n P rl° n f d '~ thc ' bunda " 0 " s of human science in order tn 
fZ for ,he subsequent analysis of economic activity from ‘ 
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system as pan of a tnangle . pr ? h,b,, ' on of usuty back into 
b Z f a 3h ' nl >ab, t the other two pLts ^ uld ^” S ° fmone >' and 

: any one member of this trianai “ nderstand ing of the role played 

P' a yed by the others. ^ WlU hel P us to understand the role 
In Part Three I ha 
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the ratio of economic output to ipp 1 . , an history, namely the 

l0 W oofthe most widespread pr ttces . that has 

consumption of intoxicants and gambling, i he » g . is 

established itself upon .he foundation ot 1 ' " C g effici enc y 

seen as a negative outcome from the perspective of economic efficiency. 
Contrary to common treatment , its contribution to the value of economic 
output should be seen as a negative rather than as a positive. 

I believe that Islam is Allah's religion, and that it is for all humanity. 

Where applied properly, it will achieve a position of justice and balance 
for individuals and for the society in which they live. I hope that this 
book will be a positive contribution on the subject of economics 

^ M. A. Ghanem. 

‘* faltoM " l “AH. J « ] y20 1 3 CE . 
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Human Science 
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, i SL aM AND THE HUMAN FACTOR 


U Introduction 

l„ on i e r to understand any aspect of human behaviour or phenomenon 
in society, one must first have an overall understanding of the universe 
and the part that humanity plays within it. For Muslims , Islam 
provides such an understanding though the guidance contained in the 
Quran. This acts as the basis of a complete approach to every matter 
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H Introduction 

In order to understand any aspect of human behaviour or phenomenon 
m society, one must first have an overall understanding of the universe 
and the part that humanity plays within it. For Muslims, Islam 
provides such an understanding through the guidance contained in the 
Quran. This acts as the basis of a complete approach to every matter 
0 / importance to human beings. In this chapter, the broad dimensions 
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ihenie in the histoi> mankind 

striving for its stability, is a comnn» 

irrespective of race or belief 

, . ,, Hmts that although the w ord Islam" 

Relating tins subject to Is am int _ subnlissl0n . protection and 

itself means a comhma tem . t ; ^ ivljgl0n r di,r): 

greeting, the Qur an equates it w ith tn 

.... ... : ..., o . ^ , submission to His until 

Ute nitron i am > nefore. luu « # 1 

and: 

than Islam b) never 

If anyone desires a reiig90* 
it he accepted 

One also finds. 

... this day bare 1 perfected your triton ("dm")for you ^ completed my favour upon you, 

and baie chosen for you Islam as your religion ( 'din ). 

Linking the word "din" to the word “Islam" allows the meaning of each 
word to reflect upon the other, but the word religion in the English 
language is not a s\7ion\m tor the word din in Arabic. The Qur’an has 
described at least four important elements of this word, some of which 
are ven different from the common understanding of the word “religion” 
among speakers of English. Each of these four elements is probably 
essential for the proper functioning of any human society, regardless of 
its belief system, and it is therefore important to describe them in a little 
detail, along with their implications at the individual and societal level. 

Comparing the Meaning of “Religion” and “Din” 

As a starting point for understanding the exact meaning of the word 
“religion”, dictionary definitions include the following: 

Belief in , recognition of or an awakened sense of a higher unseen controlling power or 
powers ; with the emotion and morality connected therewith: rites or worship: any system 
of such belief or worship: devoted fidelity: monastic life ... 3 4 5 6 

/. Belief in , worship of obedience to a supernatural power or powers considered to 
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3 Qur’an 3:19, 

4 Qur’an 3:85. 

5 Qur’an 5:3. 


Chamber’s Twentieth Century Dictionary, 2012. 
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lot nlernligoii;)JJ f d ritual observance. ■ 

! ;;£!<" relates rdigi™ .» the acceptance and worship 

ofa higher superpower that controls the individual and the universe 
around him. This constitutes a somewhat narrow definition of the word 
"religion” in English. A broader definition is provided by the second 
source which not only connects religion to belief systems, but also 
defines it in terms of its significance to individuals and those areas of 
lifewhich are not directly related to believing in and worshipping a god. 
'eleven with this broader definition, the word “religion” in English has 
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2'll contrast, the Arabic word '■ Qr belie f.'< On this 

SSXSS aXd meaning between the English 
J-religion" and the Arabic word din. ...... 
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lieion" and the Arabic word dm . 

, „ „ ** .»•, <** »*m> -*** 

\ikrthan Allah! Ml worship Allah - Who mil take your souls (at death), 
minded to be (in the ranks) of the believers A 

tie context has been expressed in the following verse: 

'her (thus): set thy face towards religion with true piety, and never in any wise 
unbelievers ; 16 

ommentary of the translation of this verse, din is explained as 
^hip ofthe One and True God”, which expresses and relates 
belief ^Bu[ (hen the meaning o f the Arabic’ word 
ther broader meanings. The fW’a.. . 
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AI-Ra/i explained in Ins ttfcirofQur an 41:3 that Arabic is used because 
i. is considered to be the most eloquent of languages, its letters being 
separate clearh pronounced and different from one another while in 
any other lanuuaee this is not the case. The Arabic language is also the 
key to understanding the Qur an. because it has the unique property of 
expanding the context of words to provide extra meaning to match the 
knowledge that human beings would gain through the ages. This is a 
property that Muslims beliexe will last until the end of time. 

For an\ Arabic word which has an Islamic connotation, its meaning is 
a combination of w hat is known as its linguistic meaning (“al-ma'na 
al-lughwO and its specific Islamic meaning which is the idiomatic 
meaning (“al-ma'na al-istilahi”). The linguistic meaning is described by 
Arabic dictionaries, while the idiomatic Islamic meaning is the specific 
context used for sharf'ah. 

A suitable example in this context is the word “salah” (pray), the 
linguistic meaning of which is calling, and the idiomatic Islamic 
meaning of which is “the actions that a Muslim does when performing 
the five prescribed daily acts of worship”. This we know from the 
narration contained in ai-Bukhari that the Prophet (s.a.w.) is recorded 
as having said “pray as you have seen me praying”. 12 

To extract the idiomatic Islamic meaning of an important word such 
as din requires that we combine together the different contexts 
introduced by the Qur an. By adding to this the linguistic meaning, we 


Qur'an 12:2. 

Qur'an 26:192-195. 

Qur’an 41:3. 

Omar, 1985. 

Bukhari Vol. 1, Book 11, No. 604. 






















PJan i u nn 
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meaning of din in (his verse is to *«>£ v 
what is haram [unlawful 

In the same chapter. we rind; 

jj j /\,7v esktN^beaJor . , wme retmon 
If hat! Hut* they partner* \t* v, “* * 

mthoht the permission of -1^- 

In this verse as « ell as the previous oneiseasy to observe linguistically 
that "din” contains «.thin t.s context the tdea ol legislation, something 
that is not found tn the use of the English word rehgton Said Qutb 
explains that onb Allah (s.w.t.) knows the rules ol the umverse and 
only He has the knowledge to legislate tor humans to keep them in 
harmony with the test of the universe.' 0 The same context is given in 
the follow ing verse: 

The woman and the matt gutty ^fornication, flog each of them with a hundred stripes 
: iet not compassion motem in their cast, in a matter prescribed by Allah, if ye believe 
in Allah and the last da) and let a party of the believers witness their punishment. 2 * 

In this verse the translators interpreted the Arabic words “din Allah” 
as “in a matter prescribed by Allah" w hich is a part of His legislation 
to humanity. The verse also describes the punishment and the way it 
should be earned out, confirming the element of legislation within the 
word “dm". A judicial element also appears there, because in real life 
legislation has to coincide with the method of enforcement. In this 
v erse, one finds that the deterrent value of the legislation is increased 
by the requirement that people from the community should witness the 
punishment. 

A second difference betw een the tw ; o words is found when examining 
the follow ing verse; 

Master oj the Day of Judgement . 21 

Here “Day of Judgement" is the translation of the Arabic words 
yaum ad-din which to any Arabic speaker means the ultimate day 
ol accountability when the final verdict is carried out upon each 

18 Qur’an 42:21. 

,9 Qutb, 1982. 

-0 Qur’an 24:2. 

1 Qur'an 1:4. 
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m Cl* Ml be on thee tillTbe Day of Judgment. 

The Qur'an also states: 

Thus did fe plan for Joseph. He could not take his brother bj the law of the King 


In this verse the words “the law of the King” are the translation of “din 
al-malilf which literally means “the King’s religion”. The word “law” 
is given here as an interpretation of “din”, referring to the fact that the 
punishment that applied for theft under the King’s law differed to that 

””'«*l*li'»-irclufcl, “*‘ y ,nd h '™uiy. This is a 
fheseraecouldalsomean tliarevents lstral,ve Plural hierarchy 
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Our an 109.1-6. The word “way" in this verse is a translation of ' 

* 7 Qur’an 9:33. 

8 Al-Qaradawi, 2007. 

> Lloyd, 1991. The entire work is devoted to this issue. 
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Islam and Secularism 


Secularization v. Secularism 

Mailings on Usury, Susan L. Buckley shows the difference between 
station and secularism. She refers to the English word ‘secular’ as 
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Thus we can find throughout the O'" • ^, js |, ltion 0 , s oflaws. 

the word dm’, namely as a behet or«« • • c , liel archy of 

as accountability and.iudge-mcnt. ^ ^ ^ .. dIn - as inchl8ive 

authority. Elsew here, t te t. >" ■ hf dm , n j s tiative and juristic sides of 
of these four elements w ith hot" the 
that system. The Qur an states as follows: 
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■ fa worship, 
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The same meaning has been expressed in another verse as follows: 

Iris He Uho butt* sent Hi'Mcsscr&rwith Guidance and the Religion of Truth, to 
cause it to premil mrr all nip* even though the Pagans mar detest (it). r 

The elements of belief and creed, legislation and set of laws, 
accountability and judgement, and civic hierarchical authority, 
are defined through the different Qur'anic verses to be the various 
meanings of the w ord **dln’\ Very few belief systems or ideologies of 
past or present times would dispute the necessity of the simultaneous 
implementation, in some form, of these elements. 

It is worth noting that the meaning of din in the Arabic language 
accords with the aforementioned specific religious meanings. In 
Religion and Politics , al-Qaradawi mentions that there are three 
meanings for the word “din" in the Arabic language. The verbs from 
which these meanings are derived are, firstly to own something or to 
control it, secondly to obey someone or to worship him, and thirdly to 
take something as a belief system or a way of living. 28 

In this regard, the fundamental difference between the Islamic and 
non-Islamic belief system is not whether human activities require 
legislation, but rather how to determine the source of that legislation 
and the associated judicial power. 29 In the Qur’an this issue is 
addressed decisively as follows: 













to Islamic be!tel, 


Khsinut ideology has to be supported by 

revelation and prophelhood know ledge 

of rules to organize human life, anu a .<•• f ® 

. 4 i.i i,,, the scope of human intellect and 

to explain issues that Ik beyond tnt • f rp ■■ 

scientific enquiry. \n example ot tlns is the descnptton of Pamdise and 
Hell which could not hate been known without the guidance ot Divine 
revelation. Of course, none of this prevents any given human society 
from developing its o\wi ideas on such matters. 

At this point, some further clarification of common misconceptions 
concerning religion and secularism is appropriate. Edvxard Royle, 
lecturer in history at the University of ^ork. writing about the rise of 
secularism as an intellectual and political mo\ement, explains: 

The secularists j rm tHtiitical as well as intellectual radicals , and their agitation was 
Organised as a poi:d, * *r- rement, their concern was to open up the establishment, and 
their campaign was lor tin creation of a secular, pluralistic, open society in place of one 
based on a closed, aristocratic constitution and the Christian ideology. Sympathy with 
these aims came from sc me middle-class radicals and intellectuals, most notably John 
Stewart Mill whose essa] On Liberty (1859) may stand as the most cogent plea for the 
sort of son et) which the secularist wanted . 54 

RoyJe ends the third chapter of his book with the following important 
note: 

In the end, the times were against the sectarian approach , when the world was rubbing 
out the diriding line, when religous men could sponsor 'rational ’ and \secular ' reforms, 
when even doubt could become respectable, exclusiveness had lost its meaning . 35 

In a later w ork. Royle continues his insights with regard to secularism 
as follows: 

Although secularism was in opposition to Christianity, it at times seemed just another 
religions group, a little more extreme than the latest Bible-based revivalist sect, but 
bearing strong resemblance to it. A.t other times secularism is best seen 
" antiphonal relationship with the churches, thriving on their attacks and 
’ vousgroups with a justificationfor their existence . 36 
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repine the Church s hierchy. Dem Y a( , of these new 

. dtttt tan mere in achieving the object..®, of 
secularism. Hence, although talk of secularism has diminished in tne 
Wesiem world today, discussion of its objectives (such as democracy, 
liberty, human rights and so on) remains widespread. 

For some analysts, the transformation to the new Western culture and 
smicture of human society, and from Christian theology to secular 
ideology, is a transfomration from one radical extreme to another 
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. ,— ^Mikrists is that true Islam is 
One frequent cla.m of the fslanuc ^ ^ tha , , s easily 

concerned only with the ritual ol '"J ' ^ties that deviate 

refutable and would only Mohammed (.s.a.w.). 

from the Qui an amt it sum ■ ^ | s | am is a complete 

These authentic soun.es a'‘ * c(jv j Mes at both the indiv idual and 
constitution » hicli organises human a 

societal level, within the concept of human life as a tes This point 
is essential and builds on our prevtous argument that Islam ,s a dm 
that regulates the acm .ties of human beings, and Allah (s.w.t) is the 
ultimate legislator In that context the fault line between Islam and 
secularism seen* crystal clear. W hereas seculansm has attacked the 
authority of the Church and called for limiting it to the confines of 
worship. Islam calls for a comprehensive din that covers and integrates 
all aspects of human activity b\ Divine legislation. Here, worship is 
defined as the application of this legislation to all aspects of life without 
discrimination, including its political, economic and social dimensions. 

Complexity, Multiplicity, and Interaction of Human 
Activities 

Even human being, whether male or female, is an individual entity 
(“nafs”) 3 ’ combining a body and a soul. The influence of the soul 
amplifies the physical properties of the body, generating energy, forcing 
the nafs to function in a very complex manner, interfering with the 
activities of other entities, either by sharing a self-interest or creating a 
conflict of interest. 

During every type of human activity, a structure is developed, an 
economic, political or social structure for example, in order to 
accommodate the intersection between the interests of individuals and 
those of society as a whole. Together, these structures represent a single 
human societal structure. Their separation is frequently undertaken as a 
theoretical exercise for academic purposes but in reality such separation 
is impossible. 


The Prophet (s.a.w.) said, "I have left among you what if you hold dearly, you 
S a ne\er go astray, the book of Allah and my sunnah. So hold them dearly 
(narrated by Muslim). 

39 The meamng of '"“fi " is taken from the Arabic dictionary Lisan al- Arab. 
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alterations in its sub-stmeture. For example, a chang msoc ^ 
will have an economic impact and in due cou „ 

structure will adjust itself to accommodate the initial change. However, 
changes in the human structure will also affect human behaviour, 
resulting in a dialectical relationship between the two. Attaining and 
enforcing a precise balance in all human activities is therefore a task 
that is far beyond conventional human wisdom. For example a failure 
to prohibit intoxicants and gambling, can have vety large economic 
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n K , Qur'an approve* ot this 
one generation to the next h> , hfs | ingu j st , c know ledge: 

observation by reporting hoxx man firs 

And Allah taught, Adam tk mmes *f ***** 

* “name-s" refers to the ditterent 
In the tafslr of al-Razi. d'vw or ' ^ (hat Adam and his 

lanmiages humans use all oxer tnt xx^nu. , r 

son's knew these different languages hut then each went to a dttTerent 
part of the w orld and used one language more thanjhe others and that 
is why the differentiation in tongues came to being. 

To use words mtellectuallx xxe need linguistic skills to express meaning 
and exchange ideas. Again, the Qur'an has confirmed that the creation 
of man and the imparting to him of linguistic skills occurred together. 
The Islamic position is that language and all linguistic knoxvledge, 
along with the skill to manipulate them both, has been given to man 
as a part of his character in order to qualify him for his mission. 45 The 
Qur'an confirms this as folloxvs: 

The most Gracious'. I: is He ulx> has taught the Quran. He has created wan: He has 
taught him an intelligent speech. M 

Reading. W rifing and Knoxvledge 

The increasing dependency of contemporary life on reading and writing 
highlights the continuing significance of the fact that the first word 
revealed in the Qur'an was “read" in Surat al- k Alaq 47 (The Leech-Like 
Clot). The first five xerses are as follows: 

Read (or Proclaim!) In the name of the Lord and Cherisher who created, Created wan 
out of a leech-like clot, Proclaim! And thy Lord is Most Bountiful, He Who taught 
(the use of) the pen, Taught man that which he knew not .* 8 


provenance of the Qur’anic sourc • today exact ) y as it was 

Qur'an has resisted change, iem ®' ® nQ( only j n the sense that it has 
revealed to the Prophet (s.a.w.). T muc h repnntmg 

retained its consistency across the generatio i 0 f 

and recitation front ntentoty, but also by the W “ “ 

the meanings contained in its verses and their inexhaustib e ^ P ty 
accommodate even the most recent scientific discoveries’’. 49 Another 
aspect crucial to the survival of the text is its capacity to produce a 
complete constitutional formula for eveiy human activity regardless of 
the historical or geographical context. 

II e have, without doubt, sent down the tmssaoe and nw wilt _ j ^ f rom 


Qur’an 2:31. 

Omar, op. cit., Vol. 1-2. p. 192. 

"° ly ^ translation of the Meaning and Commentary, King 

ahd Holy Qur an Printing Complex, footnote number 48. 

Ti» r l s vv -t I created the Qur’an first and then He created Man. 

, IS ° renn ^ °f ev ents confirms that the creation of man followed to fit within 
the conditions specified in the Qur’an, not vice versa. 

other name for Surat al-‘Alaq is Surah Iqra’ (“Read” or “Proclaim”). 

Qur an 96 : 1 - 4 . 
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i , ,v cnmehow unreal, w huh is a bold 
way of claiming that e\ cry tiling eln 

and perhaps contnncrsial insinuation 

.i . j r or distortion. It is impossible to 

Translation is another tent e . jfl mo languages or more 51 and 
provide an exact equivalent t . findjn g equivalents to Hie words 

we have already seen t k *' 1 . ^ ..j Tn " Another hurdle faced 

human beings have lunited intellect and 
, C ' „ is impossible tor the limited to con«am the uni,m,ted. Stnee 

the 1 Arabic words chosen by the Creator cannot be rendered accurately 
in another language. Qur an translators have attempted to render the 
meanings and interpretations of the Qur an rather than provide a dtrect 
translation. 

Knowledge. Science and Religion 

The distinction between “science and ‘religion is a classical 
intellectual conundrum. Not only is a suitable reference for 
distinguishing between scientific and religious issues absent, but there 
is also a lack of agreement on what “science" actually is. 52 The divide 
between science and religion was not always so severe, a happy co¬ 
existence with the Church having been maintained before science 
proceeded to play its part in the cultural and institutional changes of 
the European Enlightenment. Indeed, the secularization of the modem 
Western world springs largely from this seventeenth century divorce 
between science and Church. 

In modem times an echo of this same conundrum has reached the 
Muslim world. Whereas the conflict between science and religion in 
the Christian world is between intellectuals and technocrats on the one 
side, and clergy and Church hierarchy on the other, in the Muslim world 
the stoiy is rather different. There is no substantial religious hierarchy 
or clergy in Islam. Instead there is a set of rules created by Allah 
(s.u.t.), w'hich represents a constitution to Muslims and non-Muslims 
as one human society. In fact, Islam denies any human transcendental 
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Al-Razi stresses that the first verse means that the duly o P 

(s.a.w.) is restricted only to delivering Allah s message. Because o 
the significance in Islam of the belief that the Prophet (s.a.w.) is not 
authorised to interfere in a Muslim's will , or in a Muslim's relationship 
with Allah (s.w.t.), the meaning of the above verses is repeated elsewhere 
in the Quran. The same idea is also attached to the role of other prophets 
"horn Allah (s.w.t.) has sent to humanify as reminders of His message- 
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51 Crystal, 1995, p. 344 . 

52 Royle. 1974. 














AnotherbasiHslamic belief is that the wonts ot the Qur an and b ■ 1 j 1 1h are 
the absolute mt.h. and hence eont.un no discrepances or conn..dtc tons 
with scientific fact Some of these wools relate to pure sconce, others 
to human sconce and h,store, and some eatr> a metaphorical meaning. 
They cover all aspects of human society collectively not separately. 
The Qur'an explains as follows: 

i -m tur Agar m tix (turthrsO MgM* I and ,n their 

oum souls. ma^at n them that fits is the Truth. Is it not enough that 

th\ Ijord doth uitness ail things? 

Ibn Kathir states in his tafsir that the meaning of this verse is: 

7/7 mi/shoo them Our ; nw and proof that the Ourdn is tine and has indeed 
been sent down from Add to the Messenger of Allah, through external signs, in the 
universe ', such as conquests and the adient of Islam over various regions and over all 
other religions). Mu/ahd. al-Hasan and As-Suddi said, And signs within themselves 
means, the battle of Hadr, tl>e conquest of Makkah, and other events which befell 
them, where Allah granted niton to Muhammad and his Companions, and inflicted 
a humiliating defeat on falselmd and its followers It may also be that what is meant 
here is man and his physical composition, As detailed in the science of anatomy, which 
indicates the wisdom of the Creator - may He be blessed and exalted - and the different 
inclinations and opposite natures tlsatpeople have, good and bad, etc., and the (divine) 
decrees to which man is subjected, having no power to change and over which he has no 
control, "until it becomes manifest to them that this (the Ourdn) is the truth ” 60 

In this light, Islam confirms that human knowledge in any era is slight 
and limited, whatever it seems to have achieved. It also confirms that a 
sphere of know ledge has been left for each human being to discover and 
use during his journey through life. The Prophet (s.a.w.) has described 
this type of knowledge as that of mundane affairs. So science is only 
a type of knowledge, some of which is revealed within scripture and 
some of which is discovered by humanity. Therefore, science should 
e seen as a rival to religion. Rather, it is complementary to it 
e same ua >- humanity has discovered some knowledge of human 
„ I0Ur J SOme w h ,c h is revealed within (though is not exclusive to) 
npture. Islam n either dictates all knowledge nor describes science, but 

59 Quran 41:53. 

60 Al-Mubarakpuri, 2000. 
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As a result of this answer, al-Hubab suggested an alternative strategy 
which was then approved by the Prophet (s.a.w.). It is clear from tins 
hadith that Islam does not create a religious authority that dictates 
knowledge of all aspects of human life. Rather, it provides space for 
such things in the light of the guidance provided by Allah (s. w.t.) in the 
Qur’an and the sunnah. 
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Knowledge and Guidance 

Knowledge is thus given an important place within Islam but Allah 
(s.w.i.) confirms nevertheless that knowledge abnecannot be asource 


of guaranteed guidance to the path of Truth. In the Qur'an. Allah says: 

s me as takes as bis gd bis own ram dtsini Allah has. known, :i 
(tm - "'A /w M M understanding), 
undput a cover on his sight. Who. then, ml/guide him after Allah (has withdrawn 
guidance)/ Will w not then recdiv admonition■?* 

In this verse. Allah (s.w.t.) has confirmed that knowledge alone cannot 
guarantee success. Only guidance from Allah (s.w.t.) can secure success 
in this life and the hereafter. Know ledge itself is an abstract thing and 
can be used in different ways, both constructively and destructively, for 
manipulation or for enlightenment. Without guidance, knowledge can 
indeed be a very dangerous tool in human hands. 

An important theme affirmed by Islam in the Qur’an and the sunnah, 
is that human beings are given space to set their own rules and make 
their own discov eries. yet they should not consider themselves beyond 
correction or capable of fulfilment without the guidance of the Almighty. 
Herein is a foundational concept of Islam, and one of great relevance to 
discussions on modem economic and social matters. 


1.4 The Purpose of Existence 

Both intuition and experience suggest that the huge physical universe 
within which we live cannot be without purpose, yet any claim of 


to runenon in misiuic. 

u is ne won now mum juj juh alt things that are on earthf 

Allah (s.w.t.) has not only created what is in the heavens and on earth 
for humanity, but has subjected them to humanity: 

And it bos subjected to you, asjhm Hint, all that is in the heavens and on earth . 68 

In his tafsTr, al-Tabari explains of this verse that mu, 
subjected these things for the good of h k M ^ has 

esen-es utter gratitude and wofshill :^“T 1 beings and for that He 
' w > «* tad W s ” , b f " se '«s. 
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63 This Surah also goes by the name "Bara'ah” ("Immunity”). 

64 Qur'an 9:122. 

65 Qur'an 45:23. 
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iuraan existence is to obey Allah s command, an 
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.. existence is os loH>wvs. All 
Honco. according «o Islam. |J<;^ |ed |0 . humanity, and all of 
existence has been created for. anu supj M T T ... 

humamtv has been created to worchip nothmg but Altai<^- U Unl.ke 
the non-human creation, humans have been given advanced capabilit.es 
on the indiv idual as well as the social dimension. These tealui es pet nut 
a huge range of activities to be undertaken at an advanced level of 
proficiency Through the Prophet and by means ot revelation, Allah 
(s.w.t.) has given humanity rules to make the best ot these activities. 
However, human beings can choose whether to act according to the 
rules of Allah (s.w.t.) or otherwise. 

The difference between the first and second type of creation is that the 
former has been created to sen e its purpose without choice, whereas 
human beings have been designed and equipped with intellectual abil ities 
that enable them to choose whether or not to serve their purpose. Both 
jinns and humans may choose between alternative courses of action 
and. consequently, enjoy or suffer the consequence of their choices. 

When the opportunity to live according to free will was offered to them, 
most of the creation chose to function according to the fixed behavioural 
properties given by Allah (s.w.t.). The Qur’an states: 

We dld mdeed °ff* r tf x trust to the Heavens and the Earth and the Mountains but 
the) refused to undertake it, being afraid thereof, but man undertook it: He was indeed 
unjust and foolish . 1 

In his tafslr, al-Tabari explains that the Heavens and the Earth were 
ottered free will so that when they obeyed Allah (s.w.t.) they would 
be rewarded and when they disobeyed Him they would be punished, 
owever. according to al-Tabari, they refused to accept it for fear of the 
enormous responsibility. 72 


The Notion of Worship 

en Allah (s.w.t.) created Adam, He asked the angels to bow to Him 
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The idea that Allah’s khaITtah ISA, ' d ”, jty the right to apply pan 

*“ * Saif To understand why Ihis nins 

meaning ofthe word “khalTfah”, we must first acknowledge the complete 
separation that exists between the Divine entity of Allah (s.w.t.) and the 
entity of the human being. 

So far as Islamic 'aqidah is concerned, Allah (s.w.t.) does not require 
f * u T5?!f: de P uty ’ khalIfah or an y other entity as a go-between 86 
SSL ‘L 3<fc * cnptl< ? 1 ? fa hum an feature which has been aiven to 


1.5 The .Meaning of “KhalTfah 

The word "khalTfah”" 8 is mentioned in the Qu ran only twice, once in 
verse 30 of Surat al-Baqarah and then in verse 26 of Surat Sad. 

Behold, tby Lord said to the angels: 1 mil create a Khahfah on earth.' They said: Wilt 
thou place therein one who mil make mischief and shed blood? U hilst we do celebrate 
Thy praises and glorify Tty holy (name)?' He said: 1 know what ye know not’d 9 
Prophet Daiid, We hate made you Khalfah. Judge fairly between people. 

A common misconception is that the word KhalTfah indicates the 
position of "Allah’s vice-gerent”. 81 This misconception has occurred on 
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Qur’an 29:45. 

Al-Bukhari. Book 73, No. 83. There is another hadlth with a similar meaning 
but with weak support wherein the Prophet (s.a.w.) says: "Whoever’s prayer 
does not restrain him from bad deeds, his prayers are not valid.” 

The derivative of this word has been repeated through the Qur’an in different 
places to convey the full context of the meaning of the original word. 

Qur’an 2:30. 

80 Qur'an 38:26. 

SI See Tamimi 2001; Chapra 1986; and Vogel & Hayes, 2006, p. 56. 
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replaces the earlier one. The Qur an states. 

/.- • Hr 0*0 bath made, W tbr Menton of the earth: then If e made you hetrs tn the 

land after them* 

Do re uvntier that there hath come to yon a message from your Urd through a man 
„/ your one, people, to nan, yon? Call in remembrance that He made you tnhentors 
alter the People of Xoah, and gave you a stature tall among the nations. Call in 
remembrance the benefits (ye have received) from Allah: that so ye may prosper. 9 ' 

'And remember bow He made you inheritors after the Ad people and gave you 
habitations in the land: ye build foryourselves palaces and castles in (open) plains, 
and cam out homes in the mountains; so bring to remembrance the benefits (ye have 
received) from Allah, and refrain from evil and mischief on the earth. ' f)1 

Al-Razi explains the reference_ to human beings as “inheritors” by 
saying that when the nation of k Ad was punished, they were superseded 
by the nation of Thamud who reproduced and lived in the land. This 
encompasses the vertical dimension of the meaning of khallfah. 93 
This dimension also refers to the regeneration of human society, 
which includes not only physical inheritance, but also an intellectual 
and ideological bequest from one generation to another. 94 The Qur’an 
expresses such a meaning on more than one occasion: 
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Qur’an 112:1-4. 

Qur’an 6:165. 

Qur’an 7:69. 

Qur’an 7:74. 

Omar, op. cit., Vol. 7,p. 168. 

Entry for "khalifa" in Lisan al-‘Arab. 
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Each our of iw is sisephent, ana t* -• . 

ruler is also a shepherd ana he »f# h dsksa 

to bis fumt/t.. t*,j »»*..■* op™ about his flock™\ 
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, ,r a, ties and responsibilities is unique to 
Tins concept ot ln ' ers ^j ™ , |ahnc 0 f human infrastructure. It is 

humainlN and is indeed he ten b - kha |Tfah”. Islam and Islamic 
ilsn the core of the context of tne vve . 

at at desuned to achieve the maximum justice for every individual 
a, even level within the society. Laws, judgement and law enforcement 
are essential to human lift.'* and the extent to w hich justice is achieved 
within a societv is a measure of the human dignity that it provides for 
its members. The Qur'an has summarised this issue by making the 
provision of justice a requirement upon the one who acts as khahfah: 

X) David! lie did indeed make thee a khaHfab on earth: so judge thou between people 
in truth (justice)”}®’ 

The failure to achieve justice is a frequent cause of the coiruption and 
bloodshed mentioned by the angels in Qur'an 2:30. As to why they 
should mention only the bad side of human nature, we can speculate 
that the good side, being normal, was unworthy of comment. 

The difficulties of translating the Qur'anic Arabic are well illustrated in 
Abdul Haleem's translation of “khallfah”. In Surat al-Baqarah he gives 
the translation as ’"successor”, 104 which goes some way to supporting 
the vertical dimension, but in Surat Sad he provides the sentence 
“Dav id, We have giv en you mastery over the land” 105 which supports 
the horizontal dimension. Then, in Surat al-‘Raf, where Moses places 
his brother in charge he writes “take my place among people”. 106 This is 
a good example of how difficult it is to translate the Qu’ran in a literal 


101 

102 

103 

104 

105 

106 


At-BukJiai, Book 90, No. 5199, on the authority of‘Abdullah ibn ‘Umar; also 
in Muslim. 

See the meaning of the word “din”. 

Qur’an 38:26. 

Abdul Haleem, 2008, p. 7. 
ibid., p. 103. 
ibid., p. 291. 
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other source, according to the aforementioned Islamic foundations and 
principles. The same applies to understanding the purpose of life and 
how a human being should act - or at least aim to act - to achieve their 
purpose, lest life is wasted. 

The concept of Allah’s khallfah as a vice-regent or vice-gerent should 
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THE PRINCIPLES 


1 1 Introduction 
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reveal key underlying Islamic principles. These principles often directly 
contradict those of conventional economics , and are often insufficiently 
explained even in texts on the topic of Islamic economics. In order that 
their relevance to modern economic issues can be recognised as widely 
sspossible, it is important not only to provide supportive proof from 
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The Content of the Claim 

The whole Islamic message is based on a single truth that the Prophet 
Mohammed (s.a.w.) made the core of his claim, which is that “there 
is no God but Allah and Mohammed is his last Prophet and final 
Messenger." Before anyone becomes a Muslim he should be free to 
investigate this single truth fully, in every detail, but no one can be 
considered a Muslim unless he or she first bears witness to its absolute 
truthfulness. Any other Islamic issue is dependent upon full submission 
of the matter to this single truth which must be the starting point of any 
Islamic subject. 

’Sa): The truth is fromyour Lord’ let him who will believe , and let him who will reject 


The Interests Served by the Claim 

Human actions are driven by mundane interests, which are in some 
cases direct or indirect self-interests, and in other cases ideological 
interests based on belief or morality. In general, the more self-interest 

that is attached to the claim, the more doubtful that claim is, and vice 
versa. 

Prophet Mohammed s (s.a.w.) claim was absolutely ideological, based 
107 Qur’an 18:29. 
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The Qur’an has stated clearly that the Prophet (s.a.w.) has no mundane 
interest in his claim: 

%' II 'batever reward do I ask ofyou: it is yours: my reward is only duefrom Allah 
mid He is witness to all things ’. 110 
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The Survivability of the Claim 

Since modes of li ving undergo dynamic changes through time, to have 
the truthfulness of 3 claim survive intact through one and a half millennia 
of varied technological and societal conditions is a testament to the 
durability of the claim. This is especially so if the claim is recorded and 
maintained in its original wording throughout that time. 
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The Qur'an and the Sunnah 

For Muslims, the Qur'an is the word of Allah (s.w.t.) that was revealed 
to the Prophet Mohammed (s.a.w.) through the angel Gabriel in the 
.Arabic tongue. It is a book of finite words and letters that carries infinite 
meanings. Among Muslim thinkers, the difference between the Qur’an 
and any other book can be understood on two levels. The first is the 
difference between the Qur’an as Allah’s word and other books as the 
words of human beings. At this level there is no comparison whatsoever 
between a veiy limited human being and the entity of Allah (s.w.t.), who 
is the Creator of man himself, and who bestowed him with the entirety 
of v\hat he is and what he has, including his intellectual and linguistic 
gills. The second level is the difference between the Qur’an as the word 

112 Quran 2:219. 

Qur’an 2:222. 

114 Qur’an 17:85. 
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Islamic literature. 

For example in the Qur'an it is stated that its words will be the last 
revelation and that the Prophet Mohammed (s.a.w.) will be the final 
genuine prophet and messenger. To the present day, these prophecies 
remain widely accepted even beyond the Muslim world. 

Mohammed is not the‘father of any of your men, but (he is) the Messenger of Allah 
and the Seal of the Prophets. 

As for the sunnah of Prophet Mohammed (s.a.w.), this includes a 
detailed description of his life, which is an application of the Qur’an 
in its purest human form. The subject of the sunnah can be seen as 
three circles within each other. The wider circle represents the Prophet 
(s.a.w.) as a final Messenger to all humanity: 

Say: V men I am sent unto you all, as a Messenger of Allah ... n20 

The intermediate circle represents Prophet Muhammad (s.a.w.) as 
a leader of his followers in a struggle between truth and falsehood, 
showing them the way to transform any human society into an Islamic 
society, and setting the standard for such leadership. 

A similar favour have ye that We have sent among you a Messenger of your own 
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119 

120 


the eternal care with which Allah’s Truth is guarded through all ages. All 
corruptions, inventions, and accretions pass away, but Allah’s pure and holy 
Truth will never suffer eclipse even though the whole world mocked at it and 
was bent on destroying it.” (The Holy Qur an, 1410 AH, p. 712). 

Al-Sha‘rawi, 1991. op. cit. 

Qur'an 33:40. 

Qur an 7:158. 
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it? The Prophet said No, but where I come from we do not have such a thing, that is 
4 I cannot bring myself to eat if . Khaled said: 1 dragged it (the Dab) and 1 ate it 
all Me the Prophet was watching . 124 
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Tn rntemc ton with other human beings. In all Islamic rules the balance 
of inactions bem een human beings is perfectly preserved. To achieve 
this balance, it is necessary to apply what are known as the maqasid 
al-sharTalT (sharTah objectives). These seek to protect the following 
essential aspects of life: 

• Faith. Islam has made the first priority of its legal system to 
be the protection of faith from those who attack it or hinder its 
practice. That is why Islam has ordered worshipping rituals such 
as fasting and praying, and encouraged fighting back if attacked 
by those who oppose it. 

• Life: Islam has prohibited anything that ruins life or corrupts it in 
any form. This, for example, is why Islam has prohibited suicide 
and the killing of others except as an application of an Islamic 
legal procedure. 

• Intellect: Islam encourages everything that protects the mind and 
has prohibited whatever makes it weak or corrupt. That is why 
intoxication and gambling are prohibited in Islam. Thus, every 
individual can maintain his or her full intellectual capacity, with 
dignity, and be free from the influence of addiction. 

• Honour and Lineage: Islam has encouraged the protection of 
lineage and this is why it has prescribed marriage as an institution 
within which sexual relationships can take place. 

• Wealth. Islam has paid due attention to the protection of wealth 
and it has applied severe punishment to those who appropriate 
"faith through theft or fraud. This is one reason for the prohibition 
of usury in Islam. 126 


125 Qur'an 2:286. 

126 Al-Husary, 1984, p. 29-30. 
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The word “broke” is the translation of the Arabic word fasaq which 
comes from the soft date when its skin is broken and it begins to rot 
as a result. Metaphorically, the concept here is that Allah’s command 
surrounds human beings with a layer of protection. Breaking this layer 
will rot human life just as the date rots when its skin is broken Similar 
Srt the word “ fosa Wh” which refers to the little mouse 
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Breathing' A Significant Phenomenon 

The first activity that keeps us alive is breathing. There is only one basic 
type of air, to which human beings have free access, and there is no 
choice but to breathe this same air that everybody else breathes. There 
is no exercise of will associated with the practice of breathing, since 
breathing is an instinctive thing. Neither is there any choice in doing so. 
Hence there is no test in breathing. 
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. i,», life has a purpose, and this purpose can only b e 
TZdt the Creator. In the Qur'an. Allah (s.w.t.) explains that this 
itfeflemUo and that the cycle of death and hfe isdesigned to test 
/inmans in order to distinguish one from another, so that each may be 
rewarded or punished according to their deeds in an eternal afterlife. 
Blessed be He in Those hands is Dominion; and He over all things Hath Power, He 
U'ho [rented Death and Life, that He may try which of you is the best in deed . 135 

The idea of a life-test and accountability begs the question of whether 
human will is predetermined or whether everybody enjoys total freedom 
in the exercise of his own will. It is to this question that we now turn. 

Free Will and Predetermination 

A common misconception in the matter of free will and predetermination 
often arises from the way in which the matter is addressed. It is 
invariably assumed that the answer must be either that human beings 
are endowed with total command over their own will, or that human will 
is completely predetermined. Neither of these assumptions is correct. 

There is no doubt that everybody comes into and goes out of this life 
without any exercise of his own will. For someone to maintain life, he 
must at least breathe, drink and eat, and insofar as there is no choice 
in these actions, it may be said that they are predetermined. Everyone 
must perform them or die, so in each human life there are at least some 
predetermined elements. 

Clearly, the concept of total predetermination does not apply to every 
area of human activity since there are some in which the individual is 
able to exercise his own will, either with complete freedom or within a 
set ot prescribed limits, according to the situation at hand. In such cases, 


134 Qur’an 18:7. 

135 Qur’an 67:1-2. 
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is explained in the famous verse known as Ayat al-Kursy (“the 
Throne ”) which has a significant place in Islam. Although this verse 
signifies the all-knowing nature of Allah (s.w.t.), in no way should 
Allah's foreknowledge of human choices be taken to imply that He 
has predetermined what they will be. ^ 

AU Then is no God but He, the Lirim th. r u , ■ ■ 


good things, or even two bad things. In matters of good, the reward 
of the life-test is available for both actions and intentions, but for that 
which is bad. the punishment comes only when a bad intention is acted 
upon. A bad intention not acted upon is in fact rewarded. 

/ hn soul: TruA Joseph .fa his father an hied more by our father than we' But 
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piirpost: I mhfer all ibfas bos Allah appointed a due proportion. 

AU, doth knot- «W cm fault (womb) doth bear, by how much the wombs fall 
Shrt (of their time or number) or do exceed Every single thing is with Him in (due) 
proportion . M ' 

Regarding the issue of natural balance, the Qur’an mentions this: 

And tk earth We bate spread out (like a carpet); set thereon mountains firm and 
immovable and produced therein all kinds of things in due balance.™ 

And the firmament has He raised high and He has set up the balance (of justice) in 
order that ye may not transgress (due) balance. So establish weight with justice and fall 
not short in the balance . 14 

The Earth and what it contains is nearly isolated by a belt of atmospheric 
gases and cloud and moves in an orbit surrounded by a vast number of 
stars and planets. The Earth’s position and orbit allows it to receive 
energy from the sun and reflected light from the moon, and unless this 
position and movement is sustained consistently, the Earth would not 
be able to produce the cycle of life on which we all depend and which 
Allah (s.w.t.) has guaranteed: 

And a sign for them is the night: We withdraw therefrom the Day\ and behold they are 
plunged in darkness; And the sun runs unto a resting place, for him: that is the decree 

142 Qur’an 54:49. 

143 Qur'an 25:2. 

144 Qur'an 65:3. 

145 Qur'an 13:8. 

146 Qur’an 15:19. 

147 Qur'an 55:7-9. 
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the life-test lo take place. Yet, for every bad choice that human beings 
make, ihe balance can be upset to a certain degree. This in turn will 
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During life, humans are often out of balance as a result o t the UeviJ s 
influence. The consequences of this loss of balance are usually negative 
for society as a whole, directly or indirectly. In this sense, by allowing 
themselves to become out of balance, human beings are actually being 
unjust to themselves. The Qur’an has expressed this concept as follows’ 
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The Property of Material Properties Co-ordination 

Natural balance is to some extent related to the properties of all materials 
m existence, but even more important is how the properties of different 
materials co-ordinate together to help create the complex pioducts and 
instruments upon which humanity relies. 

For example, if we examine the ingredients of a loaf of bread, we will 
find that it is made from flour, salt, water and heat (energy). Yet without 
the co-ordination w hich makes these four ingredients combine together 
to produce a loaf of bread, the property of each would not be useful. 
This "material properties co-ordination” is of course applied in much 
more complex ways to produce such things as cars, space stations and 
information technology hardware. 

Natural balance is not only concerned with the properties of materials 
that exist, but also, and more importantly, with the concept of the 
co-ordination of the properties of materials. 

Human Balance 

E\er\ human being is equipped with Divine knowledge to enable him 
or her to perceive both their destructive and productive sides. This 
could be described as internal self balance. 

fJ/ts'Z\^' htJ>n P ortion and order given to it, and its inspiration as to its wrong 

use all n f rea '' ses t * lat has failed his test, he takes a pledge to 
their tests too^^ t0 tem ^ >t anc * attract human beings towards failing 


'«^rr»t"% econ 

he «>"iii Ct “ no "* 


150 Qur’an 91:7-8. 

151 See “The Notion of Worshij 


■P in Chapter 1 . 




bet 











tHE principles ost jnipor tam 

g§l§22^ 

economics as: ■ activity can be organisedforth 

zssxz=" 

assists—“** 

with the methods of gaining wealth separately from the methods or 
storing it. Clear limitations have been established on the way Muslims 
benefit from material wealth, such as the prohibition of eating dead 
animals, drinking wine, and so on. Production and the making of profit 
are encouraged in general, but the method or volume of production are 
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to be defined in 
resources arc scarce 
persistent problems facing 
The mam undetpinning of this so-called economic problem is the 
concept that there is an imbalance in nature that requires man’s 
intervention ro solve. This is a clear contradiction of Islamic belief 
concerning the natural balance. Islamic economic prescriptions aim 
to retain the existing natural balance by working to achieve economic 
justice, emphasising such objectives as fair distribution of wealth and 
proper regard for the environment. It also aims to stop the violation 
of the very Divine rules which seek to keep the human economy in 
balance. 

In his discussion of Islamic economics, Abdul Rahman Yusri Ahmed 
writes that it is a science which: 

... investigates the use of resources and human labour which Allah gives to the society 
... to produce the maximum of goods and services in order to satisfy the needs of the 
individuals of the society in the present and the future, and it also investigates finding 
the suitable conditions for distributing it evenly among the individuals in a fair manner 
that goes along mth the traditions of the Islamic Shariah.™ 

This way of approaching Islamic economics takes as its basis the 
explanation of the -economic problem’ given by Western economists. 

Another approach can be extracted from the Prophet’s hadlth (s.a.w.) in 
which he says: 

L A ^// J ' S ° n '^ am will not move on the Day of Judgement in front of his 
; . L about five things: about his life and how he spent it? And about 

what AiA l Ut j ^ Cmsume lt ^ And about his money, how did he earn it? And 
nhat did b e spend it on? And how much did he act upon ivhat he knew?™ 


157 

158 

159 


K-amal 1986, p. 18. 

Ahmed 1988, p. 30. 

Narrated by Abdullah bin Mas'ud in al-Timtidhi, 5197. 
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In that sense, these goals and values are th 
nature of the economic system of Islam. A 
these goals and \alues is therefore essential for a better perspective of 
the economic system of Islam. According to Chapra, these goals and 
values are: i) economic well-being and the moral norms of Islam; ii) 
universal brotherhood and justice; iii) equitable distribution of income; 
and iv) freedom of the individual within the context of social welfare. 

This list of goals is by no means complete, but should provide a sufficient 
framew ork for discussing and elaborating the Islamic economic system 
and highlighting those characteristics which distinguish the Islamic 
system from the two prevalent systems of capitalism and socialism . 163 
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Islamic economics is based on the nhe positivist approach 

fundamentally normative but does not reject th p 
An n is appropriate. Hence, for example, the laws of supply an 
demand, and the concept of equilibrium, are important tools that assist 
the Islamic understanding of economics in general. Therefore, from the 
Islamic perspective, there is nothing to stop elements of other economic 
theories from being entertained, each according to its merits. 
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Normative versus Positive 

Conventional human science as a whole, including the subject of 
economics, is based upon secular thinking and pure scientific thinking. 
One of its fundamental requirements is to be “positive” which means 
to answer questions of the “what is?” rather than the “what ought to 
be. variety The latter form of enquiry is widely described as being 


162 Chapra 1986, p. 30. 

163 Chapra 1986, p. 3|. 

164 Varian, 1984. 
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The positivist approach to human science was produced to counteract 
the normative nature of its rival, namely religion. It was devised as a 
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Sustenance is decided only by Allah (s.w.t.), and it therefore follov 
that, in Islam, the exchange of one element of sustenance for anothe 
can only be accepted according to rules which cover every kind o 
transaction and regulate the market in both goods and labour The goals 
of respecting mutual need and achieving justice in all exchanges of 
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Sha’rawi says in this regard: 

Or bow can a person function if bis bouse ms burned or all his assets lost ? He needs 
lo know that Allah is capable of providing him with no pre-conditions. 179 

The Muslim works only to follow the laws of Allah (s.w.t.) in His world 
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submission to the belief that e« . c|a ‘ |lljng otherwise is a serious sin 
has been pro\ ided by Allah (»•''•■ • punishment, as exemplified 
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me punishment for that claim is described as follows: 

7/„: , t , W tie earth to swallow up him and his home, and he had not (the least 
little) parts to bdp him agmst Allah, nor could he dejend hmselj.' 0 
The response of the people around Qarun is described thus. 

And those who had ended bis position the day before began to say on the morrow: ‘Ah! 
It is indeed Allah Who enlarges the provision or restricts it, to any of His servants 
He pleases ! ! 

Thus the rabble which had admired Qarun’s wealth when he enjoyed 
worldly prosperity, came to understand that there are other gifts more 
precious and desirable, and that these may actually be withheld from 
men who enjoy wealth and worldly prosperity. It is false prosperity or, 
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more complex and progressive societies. 
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jV ll r J a j Mr others in rank, so that some may command work from 

others ... 

It is in the diversity of indiv iduals. not in their similarities, that societies 
are bound together When one person possesses what another has been 
denied, and vice versa, then exchange and trade become necessary in 
order for both individuals to benefit from their possessions. People 
become mutually dependent, bound together in a situation of reciprocal 
need, and what is true of individuals is also true of human societies. 
Allah (s.w.t.) has distributed sustenance among individuals and among 
societies in such a way as to make exchange unavoidable. 

The second instance of personal emotion is the desire for ostentation 
“tafakhur", commonly known as “showing off': 

Know ye (all) that the life of this world is but play andpastime, adornment and mutual 
boasting and multiplying (in rivalry) amongyourselves, riches and children . 183 

This verse informs us about an emotion which encourages us to do more 
and be better than others. 

The third emotion is that which attracts us to different aspects of life. 
This is embellishment and it has two forms. One attaches the human 
being to the material things of life in a specific order, described in the 
Qur’an as follows: 

in the eyes of people is the love of things they covet: women and sons; heaped-up 
- hi ^ ^ d>1( l S ^ ver> h° rses branded for blood and excellence); and (wealth of 
m mll-hllcd land. Such are the possessions of this world's life ... m 

her aspect ot embellishment is the emotion which stimulates the 
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182 Qur’an 43:32. 
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184 Qur'an 3:14. 
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SharPah: Islamic Law 

Islamic laws are Divine laws. Their purpose is to organise human activities 
in such a manner as to accomplish the purpose of human existence as 
portrayed in ‘aqldah. The divinity of these laws is exemplified in the 
ability ofshaifah 191 to achieve all of the objectives of human activity 
without producing contradiction within the body of its laws, regardless of 


2 principle 5: Ink* > lattcrs 

u . NMim0 nlv divided into‘“aqidah , meaning 
Islam as a subject is «■> jnJ -sliarl'air meaning “Islamic 

-articles ot faith or bnnches comprises a huge subject in 
la " Al,l '" ugh f iK k me half of a dichotomy that cannot be fully 
tnrders.and.ng of the other. Fu,tlaermore. 
th e re can he no contradiction between the two branches The same 
principles appb to anv Islamic topic, whether it tails within ‘aqldah 
or sharf-ah Each could be considered as a branch having many sub- 
branches. but each is a traction of the same single unit, and should 
coincide with all other topics in both branches, without contradiction 
or controversy. 

As a result, some Islamic topics cannot be understood unless related to 
others. For example, the issue of polygamy may in itself be controversial 
for some, but once placed within the context of the marriage agreement 
and its conditions, the punishment for fornication, and so on, polygamy 
can be more easily understood. 

‘Aqldah: Islamic Faith 

Islamic belief is based on the existence of one God, Allah (s.w.t.). 
There is no God but He, and the Prophet Muhammad (s.a.w.) is His 
final Messenger. Within this message is a complete explanation of life, 
as simply as any human being can understand, and as profoundly as 
any human intellect can attain to, without contradicting fair logic or 
scientific fact. The only Islamic authority is the Qur’an and the Prophet 
Mohammed s teachings. There is no other authority because there is no 
nee tor one. given that Allah (s.w.t.) has informed us of everything we 
need to know' in the Qur’an: 

Ao/% have We omitted{row the Book ... 187 

hir ,' S an essential element of Islamic belief that the Prophet 
Muhammad (s.a.w.) has completed his mission perfectly: 

chml'rT completed Myfavour upon you and have 

mien for you Islam as your religion. 188 

187 Qur’an 6:38. 

188 Qur’an 5:3. 
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u Usury and the Islamic Monetary Triangle 

m monetary system in Islam can be shown as a triangle in which the 
ape\ represents the concept of money and the other two angles represent 
the prohibition of usury and the obligation of zakah. The Islamic rules of 
market regulation and contractual conditions for financial and commercial 
transactions all work to keep this monetary tiiangle in balance . 192 This 
Mm discusses these three points of the Islamic monetary triangle 

stability in th e Islamic economy. " to maintain justice and 
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detailed references to interest p y well known Hindu 

casts of Brahmans (priests) and Kshatnyas (warriors) from practicing 

usuiy. The Buddhist Jatakas (600-400 BCE) make several demeaning 
references to usury. 197 

In India, some of the social classes were allowed to make tiba transactions while others 
mforbidden. If somebody borrowed from al-Barahima (priests) or al-Kastaria classes 
hrrim), they m/d neither take nor give riba. However, if someone from the lower 
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Throughout histon. usun has been strongly condemned by philosophers 
including Aristotle and Plato.'" and has been prohibited by at least the 
Iasi three revealed religions. However. Jews have tended to believe that 
usury should be prohibited only among themselves, while most modem- 
dav Christians believe that the prohibition should apply only when the 
percentage rates for lending money are exorbitant, and that a moderate 
percentage should be allowed In both the Jewish and Christian worlds 
toda\. there are common agreements that the modem economy would not 
function efficiently without a usuiy-based monetary and financial system . 195 

Until recently the prohibition of usuiy (“riba” in Arabic) was commonly 
agreed upon by almost all Muslim scholars, relying on the authority 
of the Quran and the hadlth of Prophet Mohammed (s.a.w.) in a clear 
and precise way. 196 Nevertheless, perhaps due to political pressures, 
there remains an attempt in the Muslim world today to justify usury. 
Replacing the word “usury” with the words “mark-up” or “profit- 
sharing rate is a major part of this attempt, although it faces a concrete 
challenge from the protected scripture of the Holy Qur’an and from the 
traditions of the Prophet Muhammad (s.a.w.). 
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3.3 Usury before Judaism 

It IS not known exactly where in human history the idea of prohibiting 
the P b * s eas T observe such a prohibition before 
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e problem with the English language texts of the above referencec 
books is that they appear in more than one authorised version , and the 
words in these versions vary in ways which can completely change the 

“* Forexam ' ,,e ' t,,e wo “% of the King James Version of 1611 

'*'****% b ^ th ° Ushaltnotbe b> him 

5?S£|5S^ 

“"***«**, 




: 

X, 7 


•*** 


*«*•* 






anot ber lsr 

l sr c 


rae ‘he, 


Merest 


° n ifio, 


%)/ • 

l uu 


te rest 








USURY 

2/U— 


,M,.lwlllX‘ r ' l ’l 


ms. mten 


interest, so tku 
thid you an <*b 


^ the dtvere g 24. Allah (s.w.t.) 
i is found in verse i.~>- 

,an as being His special people, 

iduct Himself accordingly. 1 ne 
itor” is interpreted to mean that 
the boiTOwer of his dependent 


he word which sets the context 

lnlf , meaning “my people. whlc 

specifically regards those in need o 
,o whom He is very close, and mus 

phrase “you shall not be to him as a 

ihe lender is prohibited from reminding 
status in any way. 

According to rabbinical interpretation, not only is the lender prohibited 
from charging interest, but the borrower is also prohibited from 
offering to pay interest. The Torah rejects the entire notion of a loan as 

rrr tobnngSbenefit t0 the lender Accor Uing to the Halacha 
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. 71 ,, versions, it is easy to spot the differences 

From the above t" o autlu ■ - usul y’ which has been replaced by 
,n wording, m parocu ar ^ ^ bro ,her’ which has been replaced 
b " ^ P p should also be noted that the law s recorded in Exodus 
a d Leviticus are brought together in Deuteronomy as a covenant code 
bemeen God and His chosen people'. These linguistic variations 
have brought different exegesis and interpretation. One of the most 
common mterpretations of the Deuteronomy exemption is that Jews are 
permitted to take usury from non-Jews. Benjamin Nelson explained this 
exemption as a: 

Two-tier economic system: an interior, exclusive , clan ethic with the exclusion of seeking 
oatn in respect of the ‘brother, 'and an external system with no ethical restriction on the 
pursuit of gain uhen applied to the ‘other’.-"* 

Whether this is the true position of the prohibition of usury in Judaism 
or not. and whether the justification for this position is accepted or not, 
it is ultimately a position of belief rather than an intellectual idea. 

Criticism of usuiy in Judaism has its roots in several Biblical passages 
in which the taking of interest is either forbidden, discouraged or 
scorned. One Hebrew' u ord for interest is “neshekh” literally meaning 
a bite In the text of Leviticus, the less agressive words “tarbit” or 
marbit (which have the meaning of “increase”) are used to refer to the 
charge made by a creditor. 210 

Judaic teachings regarding the lending of money are based in part upon 
? e blb,lcal passa S e in Exodus. The verses read as follows: 

I , ^ )U mon O an y of my people, to the poor amongyou, you shall not 

creditor, nor shall you impose upon him any interest. 25. If yon t a ^ e 

207 Deuteronomy 23:19-20. 

208 Buckley, 2000, p. 16. 

209 Abu Zahra, 1995, p. 12. 
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interest. But this rule is no. applicable to non 
pay interest in their transactions with Jen s. 

In Babvlonia when the prohibition of interest came to be seen as 
incompatible with the commercial needs of the community, a standard 
contract form was produced under wh.ch interest could be charged. 
It was known as Hetter Iskah. meaning the permiss.on to form a 
partnership, and it became so widely accepted that even many centuries 
later interest-based transactions could be carried out in accordance with 
Jewish Law by simply adding a reference to the Hetter Iskah in the 
contract note.' 13 

3.5 l sun in Christianity 

In Your Money or Your Life . Jacques Le Gof seems to differentiate 
between scriptural authority and Church authority. 214 He explains that 
Urban Ill’s Decretal Consuluit of 1187, which was incorporated into 
canon law. is the best expression of the Church’s attitude toward usury 
during that centuiy. the key points being that: i) usury is everything that 
is asked in exchange for a loan, beyond the value of the loan itself; ii) 
earning money through usury is a sin forbidden by both the Old and 
the New Testament; iii) merely hoping to receive additional property, 
be\ond the property itself, is a sin; iii) total restitution of gain acquired 
through usury' must be made to the true owner; iv) asking a higher price 
for a sale on credit is an implicit act of usury. 

e the Sixteenth Century, the Christian concept of usury has changed. 

life 1°^’ c ^ an £ e due t0 the drastic transformation in modem 
i e or others it refers to the change in the nature of money and 
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Duringthe sixteenth century, the separation of civil law from canon law 
and Divine legislation opened the door to the practice of usury. In the 
German-speaking lands, interest at five per cent was permitted under 
the contractum trinius, a combination of three transactions that were 
individually viewed as permissible by the Church but which when 
coined, produced the effect of a usurious loan. In France interest 
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m Elions in order to protect tne innocent, uespne uic piuiuuiuuu* 
0iy contained within the Chiistian scriptures, and the pronouncement 
of those such as Luther ; usury has over the centuries spread thivughou 
Europe and from there to the whole world with the Rill knowledge of the 
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The third dimension is the meaning of usury as a whole system. Here 
it describes whether an economy is run as a usury-based system or 
otherwise. Qutb contrasts a financial system based on riba with one 
based on zakah and argues that Allah (s.w.t.) wants humanity to adopt 
the latter. He sees the usury-based system as one that leads to the 
destrucnon of the social and economic structures of society, somethin^ 
that Allah (s.w.t.) has of course prohibited 230 The Onr’an u 

“H-y astern as a lawful trade-based wil a deSCnbes the 

tkeprohibited usury-based wtt , m a, ' 3nd COntrasts It With 


i that today every Muslim country 
,d financial system. In order to 
we need to start \\ itli the meaning 


...' ,, hardlv used in the modem English language today, 

derivatives, and has three dimensions of meaning.^ The first 
of these is a linguistic one. namely “increment : 

Of ear tb barren and lifeless, but when We pour down min on it, it is stirred (to 
if,, it sttiisr* and it putsforth every kind of beautiful growth (in pairs).™ 

And among His signs is this: thou seest the eartb humble; but when We send down rain 
to it. it is stirred to life and yield* increase. Truly He who gives life to the (dead) earth 
can surely fie life to {men) who are dead For He has power over all things,. m 

The second dimension is technical. Riba describes certain transactions 
in which immorality and an anti-Divine nature was recognised long 
before the coming of Mohammed (s.a.w.). For example, when the people 
of Makkah collected funds for rebuilding the Holy Ka‘bah, one of the 
restrictions regarding the collection was that money obtained from 
usuiy was not to be used. The word riba is used in general terms for all 
transactions involving the taking or paying of a fixed sum of money over 
and above the original amount, regardless of the purpose of the funding, 
the nature of the entity, or the individuals involved in the agreement. 

The scholar, Ahmed bin al-Razy al-Jassas 227 describes usury as follows: 


Mansour, 1987. See also Mo'nis, 1986; Rida, 1986; Fu’ad, 1986; Al-Ashmawi 
1988; Abu Shahba, 1309 AH; Harak, 1988; A‘tar, 1988 ; Al-Ashkar, 1984 and 
al-Mawdudi (undated) for different perspectives. 

The words it swells are used as a translation of the Arabic word robot 
which is a derivative of the verb >abd\ 

Qur'an 22:5. 

Qur’an 41:39. 

Ima™ A Wassas is consjdered (Q ^ Qf (he majn scho[ars of the Muslim 

was J H eS fT ally among the scholars of the Hanafia. During his life® 1 " 
as head of the banafi school in BaphrfnH A m nn„ his books are Ahkam 
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3.7 Prohibition of Usury 

All Islamic rules relate to what people should and should not do. 
According to the wav people follow these rules, they are either rewarded 
or punished, both in this life and the hereafter. These rewards and 
punishments are proportionate to the significance of the corresponding 
actions, and reflect the outcome of those actions including their wider 
effect on society as a whole. The punishment for usury is a collective 
one. namely war from Allah (s.w.t.) and his Messenger. This indicates 
that the whole of a society will be held responsible for the practice of 
usury. In Islam there is no punishment more severe than a war from 
God and his Messenger and the nature and severity of this punishment 
naturally reflects the seriousness of the underlying crime. 

The way Islam deals u'ith the phenomenon of usury provides clear 
evidence of the need for Divine rules and protected scripture, and also a 
strong indication that humans in general are not qualified to legislate for 
themselves but are in need of Divine legislation. The general practice 
of modem monetary transactions all over the world is usurious and the 
wisdom behind the prohibition of usury has been lost to the common 
conventional intellect. Vogel and Hayes express this idea in Islamic 
Law' and Finance as follows: 

'" som outside observers have been quick to dismiss the concept of Islamic finance as so 
much window dressing, regarding Islam's prohibition on interest as akin to proclaiming 
that the laws of gravity are suspended^ 

I ha\e that found the easiest way to express the meaning of ath-thamaniyy a * s 
o u Se a derivative of the word “price”. When I asked several people what they 
* t0 ° rom W0rc ^ “pnceness”, the answer was in accordance with 

expectations. 

239 Vo 8 el an d Hayes 2006, p. 202. 


30:39 (SW ar-Rum, was the firs, ,0 refer ,o ,fie 
subject of usury. This is an early verse of the MakJcan period which is 
town as the period of revelation related to issues dealing with faith 
rather than with the organisation of social and economic activities: 

rk diet you (plural) give in usury for increase through the property of (other) 
fxoplmllbm no increase with Allah: But that which you give for charity, seeking the 
Gmtmnt of Allah (ml/increase): it is these who mil get a recompense multiplied. 241 

vcm dea,i "e 

**“>singleinnsaclion*ItiZalso^T'"h,. Wh0le econom y 
"Ix wy- or thoo* „ .“ * lso "™“ 1 «Ihose to who .... 




re 'um 











V 



verse, Wl ^ 

’ js used ins 1 
relation to t 


^^■jr <»*'• 

, i the era in which it was revealed 2 '” and 
Qur anic text is relevant ont> > jsed a , the time of revelation and 

he distinguishes between t w n • ‘ _. on ,| ie topic of leverage, he 

the nba in modem financial systems. 

" nteS: ,, edit rating, reputation and standing in the 

Toputttntoreidnntiy, the horror 
ZZ* w thou the hanks, death a situatwn vastly different than that existing 
in ?tb Cmtm Amfaa . 245 

Bur this very quote demonstrates the Divine nature of the aforementioned 
Qur anic veree, since the activity it describes is more common m modem 
times than it was in the era when the Qur'an was revealed. The verse 
m question not only refutes the borrowers' claim, but also describes 
chanty as a real catalyst to growth, in particular zakah (the wealth levy). 
It contrasts the two systems of usuty and zakah, and demonstrates that 
they cannot coexist in one economy. 

When we look at the two verses immediately preceding and following 
Qur'an 30:39, we see the context for their proper understanding. Qur’an 
30:37 establishes that provision is decided by Allah (s.w.t.), Qur’an 30:38 
encourages zakah, and Qur’an 30:40 confirms and reminds the reader of 
the Authority of Allah (s.w.t.), the Creator and Sustainer. Qur’an 30:41 
then describes how' corruption in human societies causes suffering, in 
order to emphasise the importance of returning to the Divine rules. 


0C&& der (0 believers lo refrain 

25 S-“ST » <* Allah («t) as a condition for 

ZhluDemrnet usury, doubled and multiplied?' But fear Allah; that ye 
prosper. And fear the fire, which is prepared for those reject faith: and obey 
MjhanA the Messenger that ye may obtain mercy. m 

The imperative behind this order clearly required a much fuller 
exposition of the topic by the Prophet (s.a.w.), especially in regard 
loihose transactions newly declared by him as usurious of which*the 
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The Second Stage 


For the iniquity of the Jews We made unlauful for them certain foods) good and 
wholesome which had been lanfulfor them; And that they hindered many from Allah's 
H a), That thy took usury, though thy were forbidden; And that they devoured men's 
ntedth nrongfully, If e have prepared for those among them who reject faith a grievous 
chastisement}* 

These two verses constitute a part of the story of the Jews. A significant 

fTaj 01 ^° n t *' e ' r P art * s tblat tble y t0 °k usur y despite it being strictly 
forbidden in their scripture. Ilnlilrp th„ „o„o ctrroe where 


Saleem 2005, p. 6 
Saleem 2005, p. 1 

Quran 4:160-161 
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sione was to be sold. The Prophet (s.a.w.) ordered that the gold and the 
sione in the bracelet must first be separated, and the gold exchanged 
lor gold, weight-for-weight in return for dinars. This demonstrates the 
importance of applying the rules relating to transactions involving gold 
andsilver, as distinct from those that apply to non-monetary items . 253 

'SiT? * at " sh0 " ld KPUed equally 
la® in respect of hj$ own unde thnssenii ”"' 111 " 1 h ' 

^Sg^s* -, 

? ,nft ehadi related contract W ,° Cat h ' ' nVolv ed 

of ttsurv a hvv eareinf_ S ' an d tho*» , th °Se wh« _ 


... mi/ 

That rto<farrtc, admonition from 

:h:r, Vi, ib (tojudge); 

Companions °f the F,re ' ,bcr mtlabtde thermt 

mn a//Messing, but irill pee increase for deeds of 
’ungrattfnl sinner. Those who believe, and do deeds of 
and give gakdh, will have their reward 
no fear, nor shall they grieve. O ye who believe! Fear 
remains of your demand for us my, if ye are indeed believers, 
war from Allah and His Messenger: But if ye repent ye 
deal not unjustly, and ye shall not be dealt with unjustly . 249 
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This fourth and final stage is a long discourse starting from verse 267, 
addressed mainly to believers, exhorting them to spend for the sake 
of Allah (s.w.t.). confirming that sustenance is from Allah (s.w.t.) and 
that spending should be undertaken in the way He approves. The Holy 
Qur'an w arns to avoid obtaining sustenance in ways that He disapproves, 
in particular through usuiy. In this stage, Allah (s.w.t.) strongly refutes 
the most common statement that ‘‘trade is like usury” with the assertion 
that Allah (s.w.t.) made trade lawful and usury unlawful. 250 Throughout 
this entire exposition, Allah (s.w.t.) condemns usury in the strongest 
terms and threatens not only the usurer but the whole Muslim society 
(“ummah”) with a punishment that no other crime in Islam incurs. 

In the above discussion we can see that the word “usury” has been 
associated with “give”, “take”, “eat” and “devour”. We also see a 
contrast between usury and trade (both are mentioned as systems rather 
than in the literal meaning of usuiy as “increment”). The direct call for 
prohibition is aimed at believers since belief and usury cannot co-exist in 
the same society. Usuiy and zakah are contradictory, since the system of 
usury rewards the hoarding of money while zakah discourages hoarding. 
Hence, both cannot be applied in one economy. Although it would appear 
that usury gives a nominal increment of quantity or number, and that 
zakah produces a nominal decrease, Allah (s.w.t.) has promised that 
wealth will decrease through the practice of usury but increase through 
the application of zakah. 

249 Qur’an 2:275-279. 

250 the dlscussi0n of Transaction Map Theory in Chapter 6 for the different 
between trade and usury. 


>u sin. 


Iess Tr 


ra nsa. 


lc 'ion s . 











acts as a detem.ni u" 

In an even starker report 

1 dtrbam of *s*n **#* a 

The Prophet may havemac 
of usurv. and to instil m 
than that which applies to 
between fornication, whit 
society, namely the family 
structure of society Althoi 
s not as visible as the effe< 


•posed oblig atl °" °J on of that practice. 

dition for the refutation to 

that certain practices ^^Uecml 

“'"Tpr^s or conditions. Any 
or^nsmimetnshc^d be evaluated on its 
Tites a common practice. The discussion 
chanter 6 outlines an Islamic basis fot 


The Exception 

Behind every law, either Divine or manmade, there lies an objective. 
Sometimes a particular rule or law may have a negative effect in a 
certain situation without achieving its intended objective, and in such 
situations a limited allowance may be given to break the rule or the 
law. This allowance does not prevent the achievement of the original 
objective, but eliminates negativity in the particular case of the 
exception. A proper exception reflects a good and deep understanding 
of the original law, and is an indicator of how good the law or rule is 
in itself. 

In the case of the prohibition of usury in Islam there is only one exception 
which is known as the al-‘araya transaction. 257 Although there is more 
than one explanation of the exception of al- k araya, the common outcome 
of all the hadlth relating to it confirms that it is a limited quantity which 
is less than five awsaq 258 of dried dates. These can be traded in exchange 
tor an estimated equivalent of fresh dates from a forthcoming harvest. 
This exception to the requirement that dates be traded hand-to-hand is 
one that facilitates ease for farmers who may be in need of dates for 
eating while their own dates are yet to be harvested. But the importance 
of this exception from a legal perspective is that there is none other like 

256 Shamsu ad-DTn, 2008. 

257 Reda, 1986,p. ]0. 

Al u asaq is sixty sa\ which is in turn a unit of measurement appr 0 *’ 01 
equal to three and one-third litres 


3.8 Fatwa: A Scholar’s Opinion 

A fatwa is normally required when a new legal situation arises. A 

Micl° rgr ° UP 01 SCh ° larS Study the new situat| on, including the 
particular circumstances surrounding it then ■. g ^ 
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. t mv j Mahmoud 1 1 -GamaI argues that ft 
anal\ sis of (Ins second »> ' K, n k's assets yield a highly reliable rate 

addresses a situation m » »<•' 1 1" ‘ <)frenta | payments received from a 
of renim. For «*•[*. * ^ contracts can, due to the law of | arge 
targe number i _ ^ _ wcc with grea t accuracy. In such a case, if 

rS’is pSdtSd management fee for managing these assets on 
behalf of customers, then the customers would m turn receive a highly 
predictable rate of profit from the bank. This might not be a form of 
interest”, vet «t would have some of the features of interest, since for 
example it would be highly predictable in amount. 

This analysis explains the focus of the second Tantawi fatwa, and 
why the first refers to “bank interest” while the second refers to “bank 
profit”. The change of wording indicates that the two fatawa are in fact 
addressing different issues, and it remains the case that the taking of 
usury is haram and the taking of profit is halal. 262 


3.9 Summarising the Islamic Position on Usury 

We can summarise the position of Islam on usury as follows. There are 
two types of usuiy: “fund usury” (riba al-qurQd or riba al-nasl’ah) which 
concerns mainly gold and silver; and “barter usury” (riba al-buyu‘) which 
concerns the four items of wheat, barley, salt and dates. Barter usury is 
itself divided into quality preference usury and deferred payment usury. 

The way Islam deals with usury, unlike Judaism and Christianity, is 
unique and significant because it relates usury to six specific items 
rather than describing the usury transaction or defining it in general 
terms. Two of those items are gold and silver, representing money. 
There is a strong condemnation of all who are engaged in usury, 
including witnesses. There is a collective punishment for society as 
a w ole rather than individual punishment for those guilty of usury, 
•n mg usury specifically to gold and silver puts both precious metals 
CC I ltre 01 the conce P t of money in Islam. Another unique feature of 
au ls it 1S derived from an infallible original authority* 

261 Fi„MM a 2003 n,ercSf ’ 3nd ‘ he Parad ° X 0f Contem P OI ' ar y Islamic LaW 
S “ ' he d ' SCUSSion “f Transaction Map Theory in Chapter 6. 
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11 ^lltoiy, money has been the most powerful economic tool 
^humanity Without it, human society would not have achieve 
its present position in any walk of life. Money derives its power from 
the fact that almost everyone in the world today uses it in one way or 
another, and because of its unique ability to be exchanged for almost 
anything. An enormous demand is thereby generated for money 
throughout the world at alf times. Therefore, any slight corruption of the 
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43 What is Money? 

In the past, money was in many places easily defined as a currency 
made of gold or silver. Today's money is more complicated and a 
more realistic description of it might be “the nothing that is created 
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In past centuries, money was something real with unique p] lv ' 
properties which allowed it to function independently without I ^ 
assistance. \fonev today has become a concept , a legal and ineta h • 
concept, one that depends upon an authority which can decide to d 
it as easily as it was created. This same power can decide to “ f CStroy 
an account in w hich money is held, or even abolish it comnlet I reeZe ” 
it is in the possession of somebody else. Money of this kind 6 y Wllile 
partial!) he owned because the master who creates it has o, C f" ° nl >' 
the prerogative to control its value, regardless of who owns d." s mS6,f 

44 The Phases of the Concepts of Money 

Until the late seventeenth century in Eurone me 
considered as a currency based upon goldl' y W3S wi *'y 
But since then, with the development ofbankino JT ° ther metals - 
appearance ofpaper money, the nature of monev .f" 1 ' tutlons and the 

St ™f ,e be ^en financial institutions andihf T ' y Cbanged 
to issue fiat money has led to a fundamental!, ^ ° fthe P°wer 
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M3H d a efin,lions ofmoney! a , nd Howel 's 2003, p. 42-43. There are 

268 t. ' ^ Bowel/s also g, Ve ,, ^ U ? hasDCE ' PSLI . PSL2.M4.M4C. and 

tomlinson, 1993 p 79 8lve details of these. 
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me First Phase 

Inly human societies used barter more frequently than monetary 
pisac/ions. Some societies used a particular commodity as a common 
item for their transactions and others used different goods for their 
mediums of exchange, but at one time almost all societies have used 
fold and silver as their money. For more than one reason gold and 
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the goldsmith could not give them something 
■ r existed in the first place, his currency tab e ( anc 
in Italian parlance) would be broken (hence “bankrupt”) and he would 
thus be prevented from continuing in business. 

What then motivated the goldsmiths to engage so heavily in the act 
of money creation? When goldsmiths discovered the ability to create 
money out of absolutely nothing, they also knew that this money would 
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The Third Phase 

The nature of the goldsmiths* trade required an adequate knowledge 
of accountancy. As goldsmiths possessed this type of knowledge, they 
recorded the very important observation that during any given period 
of nme only a percentage of the total deposits of gold and silver were 
redeemed while the rest remained undisturbed in their vaults. This was 
a consistent observation from period to period and the goldsmiths were 
able to calculate that total redemptions never exceeded a low percentage 
of the total deposits that they held. If, for example, the redemption ratio 
was twenty five per cent, the remaining seventy five per cent of gold 
and silver would be idle in the vaults during the whole period. 

Some goldsmiths saw this observation as the opportunity of a lifetime. 
Their idea was to issue new receipts without any deposit of gold or silver 
to back the issue. In doing this, they would rely on the low redemption 
ratio in the hope of not being discovered. This idea of issuing a receipt 
carrying the same promise to pay the bearer the stated amount of gold 
and silver produced the biggest and the most important phenomena in 
recent human history. It did not take long to turn the idea into practice. 
From now on, goldsmiths issued two types of receipts. One receipt 
was backed by the amount of gold and silver that it represented, tie 
other was merely a fiduciary issue, meaning that the amount of g 0 ^ 
and silver stated on the face of the receipt did not in fact exist. Yet bo ^ 
receipts appeared exactly the same and stated the same promise, an 
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_or a cost or it will be worthless and 

limitless. Hence, without usury, the system of 
have come into existence. Hanson states in 
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the price of from, therefore, is the rate of interest. In fact, this is simply a further 
. , frik essential dffinlt) associated with the concept of the value of money; 

nameh. that it has different values in terms of different commodities and sendees , the 
rate of interest king the value of money for a partiallar purpose - borronring and 


As an accounting technicality, the sum of money which has been created 
and lent to a borrower is entered into one column of an account, while 
an equal liability is entered into the opposite side. The account book 
will then balance, and the amount of usury charged by the goldsmith is 
his yield. 


The Fourth Phase 

As some goldsmiths were already involved in money lending and 
currency trade, they perceived a lucrative opportunity in specialising 
in the issuance of monetary receipts. In order to increase their profits 
and to be able to produce more fiduciary money, they began to promote 
the money production operation by paying depositors for their deposits 
instead of charging them for the service of safe-keeping. This allowed 
them to increase the amount of deposits, and in turn produce more 
fiduciary money for lending at interest. The combination of money 
lending, fiduciary money production, linguistic distortion and a 
violation of the prohibition of usury, were the perfect ingredients to 
form one of the most powerful institutions in human history, namely 
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In practice, the victory of the Banking School’s view of money led 
academic and political discussion of the topic into an intellectual dead- 
end. The economics of money became the subject of various interest 
groups, among which the banks were by the far the best funded. 
Today, this influence is particularly noticeable. Research and media 
commentary on issues relating to the monetary system are largely 
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institutions such as the ' u r 

.. ... have no direct relation to the gold reserve 
National currencies ‘ r •. ^ abo , jtion 0 f g0 |d redemption for the 

Us'^"pres,den. Nixon in IQ 71 . the relation between currencies 
and >old resenes has become meaningless. The struggle between 
currencies mmadavs reflects the political and econom.c power behind 
each, yet the influence of gold still haunts fiduciary money everywhere, 
and indeed sold remains securely stored in many central banks as a 
neans of providing credibility to the national currency. Judy Shelton 


4.5 The “Currency School” and the “Banking School” 

At the beginning of the 18th century in England, issues of currency 
stability and inflation were a matter of much debate. The Currency 
School wished to restrict the issuance of note-backed paper by the 
banks. They regarded precious metals as money, and bank notes as 
mere receipts for money deposited in the bank. Meanwhile, the Banking 
School viewed paper notes issued by the banks as legitimate currency 
against which only a fractional reserve of precious metals needed to be 
held. 2 ' 9 

The growth of banking since the eighteenth century, and the attendant 
spread of the practice of money creation, has had a major influence on 
e subject of economics, to the extent that monetary economics has 
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4.7 Fiat Mono and Inflation 

Carl Wiegand said that: , ft ./ bankrubta 

. 

creat^die money, the inflation is in effect the result of trying to provide 
the voters u ith 'something tor nothing 
Wiegand explains: 

Almost etrnbody mr^es the fact that prices are rising and the purchasing power of 
morn is dectimng. Most experts think of inflation in terns of an increase in the supply 
0 f mm and credit in excess of the available goods and services: too many dollars chasing 
too few goods. More popular is the use of the term inflation in the ex post sense of an 
increase in the genera!price leveL The first use of the term refers primarily to the causes of 
inflation . the latter to its manifestation; and there is danger in confusing the two uses of the 
same word If we think of inflation as an increase in the generalprice level, we are tempted 
to combat inflation by simply establishing price controls, even through these controls deal 
merely with the symptoms rather than the causes and are likely, in the long run, to produce 
even worse dislocations. Moreover, as one takes a long historical view, it is by no means 
obmus that inflation is a temporary disorder, unnatural, abnormal and unusual. Exactly 
the opposite may be true. Over the long haul, inflation, the progressive decline in the 
purchasing power of money, may very well be a natural and normal condition of human 
affairs, with periods oj price stability the rare instances of abnormality}* 1 

There are various kinds of inflation and J. L. Hanson states that there 
are at least three senses in which the term ‘inflation’ is used: 

1) It may mean nothing more than a moderate expansion of bank credit instigated 
b) the central bank following up on the acquisition of increased supplies of gold by a 
country on the gold standard. This country experienced brief periods of inflation of 
this sort on many occasions in the century before 1914. 2) It can be used to describe 
the situation in this country and many other countries in the years since 1945, when 
J a number oj reasons there has been a persistent tendency for prices and wages to 
push one another upwards and for there to be a continuous expansion in the supply of 

280 Wiegand, 1977 , ix. 

281 ibid., p. 101. 

282 ibid., p. 130. 
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and consumers (including such instruments as corporate bonds an 
lome mortgages”). These private sector debts can also be generated 
without an automatic and simultaneous increase in production. It is 
therefore easy to see how money supply can expand faster than the 
output of an economy, and thereby produce inflation. 
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4 8 Fiat Money and the Credit u runut 

In the soring of ’007, American Home Mortgages, one of the largest US 
home loan providers, filed for bankruptcy. As the financial crisis started 
to build the enure American banking system came close to collapse. 
From the US to Europe, a snowball effect gathered pace to develop into 
what became known as the "credit crunch”, the event that popped a 
super-bubble that was bigger than almost anything experienced before. 

Since the beginning of this crisis, many economists and politicians have 
tried to explain its cause. Some have blamed the inefficiency of the 
market, or the mismanagement of the banking system. Others blamed 
a lack of sufficient regulation of the financial markets. The foregoing 
arguments indicate that the cause of this bubble is exactly the same as 
the cause of the many previous bubbles, namely the nature of modem 
money. 286 It is the creation of money from nothing and the violation of 
the usury prohibition that is at the heart of all of these so-called bubbles. 

A simple analysis of the problem is as follows. When interest rates are 
low, commercial banks can increase their lending and thereby increase 
the money supply. As borrowers spend the newly created money, prices 
begin to rise. The increase in inflation causes the central bank to raise 
the interest rate for the whole economy and, as these rises take effect, 
individuals as well as businesses find it more difficult to repay their 
debts. Some begin to sell assets in order to obtain the cash necessary 
to repay their bankers. Prices of assets therefore begin to decline and 
the very assets on which many bank loans are secured begin to become 
less valuable. Businesses begin to lay off staff as demand for their 
goods declines, leading to increased unemployment. All of this begins 
to create large losses for the lenders in the banking system. Worse still* 

[ e repayment ofdebt to banks, actually destroys money supply, which 
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nanson. 1962, p. 171 . 

c rr^dem money includes money issued by the state and by 
commercial banks. 










money e iebrai 

Islamic pnnc'P les 01 l1jleS ' k „ the Arak stick, which is a twij 
Similar is the issue of us,ng . ^| ow j t to be used to clean teeth 
toma tree whose natural ptop and recommen dec 

here. Any method ot 

fee can be used to clean teeth and gums, including the siwak, so long 
asii does not conflict with or contradict any Islamic principle or Jaw. 
However, no authority can forbid the use of siwak specifically, since the 
Prophet Muhammad (s.a.w.) used it and allowed it to be used. 

For measurement, Islam does not normally prescribe any particular 
■smiment. Instead it describes the principle applied in measuring- 
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4.9 Monev and Islam 

, , Prophet Mohammed (s.a.w.) was bom, was 

Makkah. "here r ' . f centre. This made Makkah the 

PD ?tu. Arabian peninsula at that rime * Here, daily life was an 
ama !> m of nomadic, commercial and rehgious activity In the midst 
of such varied activities. Makkah became a financial and commercial 
centre as well as a holv cite. Almost every household in the peninsula had 
some connection with commerce, religion or nomadic activity, which 
, au . most individuals an appreciation of money and its importance at 
an early stage. 

The political structure was based upon tribal influence, and no tribe 
was influential enough to be capable of forming a central authority 
that would mint a currency. Instead, gold and silver were accepted as 
currencies not because of the authority of the minting issuer, but because 
of the intrinsic purchasing power which both metals have traditionally 
enjoyed throughout the world. 


Prophet Muhammad and the Issue of Money 

The ultimate objective of the message of Islam is justice, a comprehensive 
justice which requires an overall balance in human activities. According 
to Islam, that balance can only be achieved by applying sharTah which 
contains laws in a positive or negative form, in other words in the 
form of “do” or “do not”. Sometimes sharTah describes an instrument 
or method w r hich should be used for a specific purpose, such as the 
calendar of time: 

They ask thee concerning the New Moons. Say: they are but signs to mark fixed 
periods oj time in (the affairs oj) men . >m 

The conclusion from the dialogue in the above verse is that Muslims 
should calculate time according to the lunar calendar, which matches 
the cycle of the moon in its orbit. Furthermore, the Regulator has tied 
ot er periodic issues to this cycle, such as the beginning of Ramadan, 


Sr,' 9 , 98 ' See also Al-Najar, 1984; Abduh, 1970; AI-SawT, 1990; 
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nlld i!pe?spect h | ve V o l f U value comparison, since both a unit of gold and 
a mi of paper money may purport to have the same exchange va ue 
tie ihe cost factor of the latter is close to zero. In order to overcome 
ihe consequences of this discrepancy, value has been established for 
paper money through the charging and payment of interest. Otherwise, 
when faced by a choice between holding a bank deposit promising to 
pay one pound in gold, or the gold itself, many individuals would prefer 


m mom' 

,re introduced which do not function 
event that new kinds of monel ‘ 

, . .. „ ) us ed gold and silver as money and 
rhe Prophet Muhammw t -•_ soinIs |amno authority can prohibit 
related other an d silver as money. But as the monetary 

or even restrict the * ^ (0 protect the purchasing power of fiat 
system chang of money, an international restriction 

of sold and silver as currency has gradually emerged. One 
notable attempt a. restriction took place during the presidency of 
Franklin Roosevelt who. on 5“ April 1933. declared that the hoarding 
of gold coins, gold bullion and gold certificates was forbidden. The 
President declared that: 

/. Franklin D. Roosere/t, President of the United States of America , do declare that 
said national emergency still continues to exist and ... do hereby prohibit the hoarding 
of gold coin, gold bullion, and gold certificates within the continental United States by 
individuals, partnerships, associations and corporations. 293 

This event was monumental in the history of the modem monetary 
system because it set the precedent for further confiscations elsewhere 
the world. Today, the IMF requires that member nations do not adopt 
gold as a basis for their domestic currencies 294 and in some countries, 
including Britain and the United States, it was illegal to hold gold bullion 
in a private capacity for much of the twentieth century. International 
politics also plays a role in restricting the use of gold. The United States 
from time to time exerts considerable pressure on other countries to 
continue using dollars as a settlement mechanism for international 
trade transactions, in particular as the pricing medium for oil. Under 
these combined circumstances, it is very difficult for any nation state to 
declare its opposition to the mainstream system without facing isolation 
or reprisals of some kind. 

Once again, in addition to gold and silver, Muslims are free to use other 
types ot money or other instruments or devices as money, under the 
control of an appropriate regulator. The use of copper money (called 
a l fulus ) is one example of this in the historical record. Al-fd^ s 

Franldin D. Roosevelt, Executive Order 6102, 5 April 1933. 
emational Monetary Fund, Articles of Agreement, Section 4.2b. 
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addresses the nature o supply as a monetary 

„»:* Thirdly if a precious metal is in snort supply 

rfi, then a substantial rise in its rate of exchange against other 

»(in other words, a general fall in prices), will automatically cure 

that shortage. In an interest-free economy, it may well be that the 

Wen of adjustment is shared between an increase in production of 

precious metals and a fall in the general price level. 

In his chapter on “Buyuh” in al-Fatawi a< 

Abdul Rahman bin Abubakr Assyouti 297 s 
mentioned that Ka‘b said: 


, i refers to all human beings, and regardless 
SrSf^orr,.S.n beings are attracted m particular 

£ihe items men.*d there. The verse ..nl> acts as a statement of 

fact but also encourages one to consider the function of the attract.cn 
itself. We know wrthout doubt that life could not be sustained without 
the attraction between men and women, and the same applies to loving 
one's own children despite all the trouble and inconvenience that they 
can cause. If the function of the attraction of these things is clear, then 
we should expect that the result of the attraction to heaps of gold and 
silver will have a function of only slightly less importance than that 
which relates to loving women and one's own children. Recognising 
how important money is to human life, what other function could fulfil 
the purpose of human attraction to gold and silver, but that they are to 
be used as money? 

Further unique properties of gold and silver make them the best unit of 
account and nearly impossible to counterfeit. Despite the huge desire 
to obtain and own them, their usage in real life applications is very 
limited. They are not substantially consumable items, which makes 
their quantities stable, either in bullion or currency form. 

Use of the w ord “heaps” in the verse, indicates that the propensity for 
possessing these two precious metals is huge which makes the demand 
for them constant. However, holding or owning them is a cost bearing 
exercise, due for example to the associated security costs. Hence, the 
ow ner will always need to find a balance between the marginal expense 
and the marginal benefit of holding the next unit of gold or silver. In 
addition, for every Muslim, every unit of gold and silver owned in 
excess oi a fixed threshold (“an-nisab”) for a period of one lunar year, 
bears an additional cost of 2.5% in the form ofzakah. 

ese two elements, the zakah and the cost of security, represent 
rrents to hoarding gold and silver. The security cost is a natural 
lnt as a resu l t of the physical properties of precious metals, while 
mav ai' S 3 , major lslamic condition acting upon the monetary system. It 
y alS ° be seen as a financial test for the believer. 

One commonly hears the argument that there is insufficient gold and 
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(together «ith the cost of mining. 
would keep ns exchange value relativ e y s • 

Alhh fs.w.t.) warns us not only to avoid 
hoard me cold 'and sil\ cr in particular, but that we should spend them. 
NamrallVsuch an order cannot be applied unless gold and stiver are 
used as money' The tact that gold is mentioned before silver in the 
verses currently under attention reflects the human inclination towards 
gold first and silv er second, evidenced today in such phrases as “go for 
gold”. 

And there an those nho hoard gold and silver and spend it not in the Way of Allah: 
announce unto them a most grievous chastisement- on the day when it will be heated in 
the fire of Hell and with it mil be branded their foreheads, their flanks and their backs, 
-this is the (treasure) which ye hoardedfor yourselves: taste ye, then, the (treasures) ye 
hoarded ,<l0 

The unique properties of gold and silver have led some Muslim 
scholars to restrict the element of ath-thamaniyya to them alone, while 
other scholars mentioned that other substances could contain a partial 
element of ath-thamaniyya. Nevertheless, all scholars agree that gold 
and silver enjoy the element of ath-thamaniyya fully. 

In another verse from the Qur’an: 

Among the People of the Book are some who, if entrusted with a hoard of gold 301 will 
(readily) pay it back; others who, if entrusted with a single silver coin, will not repay 
it unless thou constantly stoodest demanding, because, they say: \there is no way over us 
as to the unletteredpeople \ but thy tell a lie against Allah, and (well) they know it? 02 

The verse addresses currencies which were in circulation at the time, 


tfoneyi" ,lie Sunni ’" , , tjons t0 the use of gold and silver 

prohibited the use of gold and silver for domestic ware such as 
diilety, plates and cups. Furthermore, perhaps in order to keep the 
amouni of currency in the economy stable, he prohibited men from 
wring gold as jewellery although it is allowed for women. An 
explanation of this is that men use gold as jewellery to show off their 
with and arrogance, which is not at all a virtue, while women use 

**»»«. wWch is par, of,heir 
,0 nse 80ld <° replace their 


Qur’an 9: 34-35. 

A qintar represents a talent of 1,200 ounces of gold. 

The following commentary is offerred on Qur'an 3:75: “Silver coin: dinar. In 
the later Roman Empire the denarius was a small silver coin. It must have been 
current in Syria and the markets of Arabia in the time of the Prophet. It was the 
com whose name is translated in the English Bible by the word penny [Matt 
xxii. 19]: hence the abbreviation of penny is d (= denarius). The later Arabian 
r°J 1 ' nar / C D oined b y the Umayyads was a gold coin after the pattern of the 
n me (Roman) denarius aureus and weighed about 66349 grains troy, J” 

a httle more than a half-sovereign.” 
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Id and silver have indeed been created to oc uscu ^ w.^j, » 
'' ^'sufficiency of them would be in clear contradiction to the princi} 
/precision and natural balance discussed earlier. On the other han 
0C ny does exist in this world, not as an error of balance but as 
tumefy specified difference between human desires and what has bee. 
netted to satisfy those desires. Central to this issue is the scarcity o 

kprecious metals, in particular gold and silver. In Bimetallism Henry 
Dunning MacLeod states that: y 
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Frederick Soddy 

One of the most important 
was Fredrick Soddy (18 - I 
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rica/ engineers on the internal energy of elements 
about the wisdom of using gold as a currency 
Ire interested in all aspects of economic and monetary reform . 
"as Cartesian Economics (1921) and a Physical Theory of Money (1934) 
’ not so regarded by the economists 
rard a Reformed Scientific National Monetary System ... Soddy 
r 1910 and received the Nobel Pn\e for Chemistry in 1921. m 

Soddy'’s works on economics are Virtual Wealth Theory and Application 
of Laws of Conservation to Economics (1921), Wealth, Virtual Wealth 
and Debt (1926). Money Versus Man (1931), The Role of Money (1934), 
and The Archenemy of Economic Freedom (1934). 

Soddy's idea was that the general public should enjoy the fruits of scientific 
achievements, whereas in reality he observed a huge gap between what 
scientists achieve in the laboratoiy and the benefits that flow to the public 
from those achievements. This observation led him to study economics, 
where he discovered that the reason behind this gap is the instrument of 
money, in particular the nature of fiduciary money. Soddy the scientist 
could not accept the idea that some private institutions were permitted 
to create money from nothing and thereafter exchange it for something 
which has been produced by labour and capital. In The Role of Money he 
described money creation in the following terms: 

This without exaggeration is the most gargantuan farce that has ever been stagedf 2 

In this work he goes on to write: 

The monetary system is actually based on the very error to the point blank denial of 
which II 'estern civilisation owes its greatness. It serves only the convenience of parasitic 
arid upstart plutocracy practising a worldly wisdom the exact opposite to that which is 


Entropy 

Everything in this life is part of a destruction-reproduction cycle. Some 
tags are destroyed by the consumption of others, while others carry 
.taliMm,.element of their own destruction. The Our'an has 
oplmedthis m the following comprehensive statement' 
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The Golden - ™ to own gold, its applications in modem 
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gold. They use many re After all of this, most of the refined 
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S’lpoL ,o taking gold <kom on. place - «**» ” —« 
unless there is some kind of benefit to be had from it. 

4.12 Precious Metals and the US Dollar 

I,’is stated in the original Constitution of the United States of America 

th at: r 

So State shall enter into any Treaty, Alliance, or Confederation, giant 
Marque and Reprisal; coin Money; emit Bills of Credit; make any Tmg u g 
silver Com a Tender in Payment of Debts; pass any Bill of Attainder, exp ■ 

Tan, or Lem impairing the Obligation of Contracts, or grant any Title oj 

Gold and silver were thereby made legal as currency, and other 
were in fact made illegal under the law. This illustrates the im P° 0 f 
of gold and silver and their authenticity as currencies and me ^ 
payment in the early years of the United States. However, ove ^ ^ ave 
changes in the status of gold and silver as the main forms of cun enc 


317 What is said about the gold monopoly can apply to silver as well, 
account the difference in magnitude between them. 

318 Article 1, Section 10, The Constitution of the United States. 
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Niton's action of taking the United States off the gold exchange standard 
id 1971 can therefore be seen as the culmination of a long decline of the 
roleofgold in modem monetary history. But this does not mean that the 
histor>' of money has come to an end. New currencies such as the Euro 
have been created and, in recent years, a discussion has arisen around 
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Ihvstal form, it wa S 
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u i!! currency, his task was made easier by 

S companions and scholars whose writings 
tonfimied that the Prophet (s.a.w.) and his companions 
accounting dirham as a unit of 14 qirat. 3 " 

For the above reasons, Tahir Raghib Hussein, writing in al-Nuqud al- 
■Islmiyahal-‘Ulah, opposes the generally accepted belief that Abdul 
Slalik bin Marwan was the one who decided the weight of the Islamic 
«ncy. He rejects the notion that there was no established weight for 
Islam and ar § ues tha ‘ what Abdul Malik did was 

«a ms 

dealln g with other currencies a „H • d ' scoula § e the Muslims from 

^waf^ a r d ‘ he d ' n5r and d '^a m er Yet Thew? h 
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4.13 The History of Currency in Islam 

It ,s commonly narrated that the dinar and dirham had neither a natural 
nor an Islamic legal weight. The American historian Alexander Del Mar 
has noted in this regard that there was no independent coin issued by 
Muslims before Abdul Malik bin Marwan. However, Muslim historians 
have provided much evidence that this idea is incorrect. For example, 
‘Umar ibn al-Khattab is reported to have added the inscriptions “Praise 
be to Allah", “Mohammed is the Messenger of Allah” and “There is no 
God but Allah” to some of the coinage circulating during his term as 
Caliph. ‘Uthman did likewise after him. When Abdullah ibn al-Zubair 
took charge in Makkah, he issued rounded coins with the inscriptions 
“Mohammed is the Prophet of Allah” and “Allah demands Justice and 
Loyalty ". He continued to use the same weights with minor alterations 
to facilitate the calculation of zakah. He also made minor alterations 
to the weight of the dirham and dinar. Harun Al-Rashid was the first 
Caliph who did not monitor the issuance of money, following which 
there were various alterations in the weight of money. Eventually, 
during the Abbasid period, money became the subject of fraud. It is said 
that Abdullah bin Ziad was the first to oversee the minting of debase 
money, and this soon spread into different regions. 321 
It is also true that the Muslims of the Arabian Peninsula endorsed some 
of the currency designs which existed prior to Islam. These inclu e^ 
different Sassanid patterns with various weights. One type of such c0 
weighed 20 airat anH hac c»i_5iQwad or daia 1 
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have been found and are 


sunnah of the Prophet (s,a.w. 


He continues: 

'Before, they used to measure the x akah tn 
another according to the al-Tabariyah. ^ lta 
diiniqs, in hetveen the former two kinds of dr 
the Prophet (s.a.m), not harming the people m 

Al-Maqrfzi mentions that the weight of the dinar did not differ during 
al-Jahtlivah (the times of ignorance preeeed.ng Islam) and immediately 
afier the comma of Islam. The weight was fixed, based upon the Roman 
dinar that was used in the days before the Prophet (s.a.w.), during his 
lifetime, and by the succeeding Caliphs. Abdul Malik bin Marwan 
made the Islamic dinar the same weight as the Roman dinar which 
weighed one mithqal. The mithqal was equal to 8 daniqs or 20 qirats or 
approximately 72 grains (each grain being equivalent in weight to one 
oat). The Prophet (s.a.w.) affirmed that this is the correct weight of the 
dinar and built upon it the rules of zakah and the threshold of value for 
applying the Islamic punishment in cases of theft. Thus the legal weight 
of the dinar was established, and this was the weight that Abdul Malik 
bin Marwan adopted when issuing his Islamic dinar. 

As for the dirham, the Persians had three kinds. The large variety 
weighed a mithqal (20 qirats), the smallest ones weighed half a mithqal 
(10 qirats), while ten of the intermediate size weighed 6 mithqals (120 
qirats). The large dirhams were called “baghliah” or “complete blacks 
as they satisfied the basic weight of the dirham which is a mithqal of 
gold weighing 8 daniqs. Dirhams continued to be issued in that weight 
during the Sassanid era and during the time of the Rightly-Guided and 
Umayyad Caliphs. 

The small dirhams w r ere called “Tabariyah dirhams” after Tabaiistan 
where they were issued, and the intermediate ones were named 
Gorakiah after Gorkan where they were issued. When Islam was 
revealed and zakah on silver was ordered, the weight of the intermediate 
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Marwan aner 

ad dirhams, especially those i~— 

Bin Marwan, were similar to the weight of 
ind dirham. Many examples of such coins I.. . 

available for examination in museums and private collections, from 
tail has been established that the weight of the Islamic dinar issued 
byAbdul Malik bin Marwan was 4.25 grammes, similar to the gold coin 
"Solidus’' common in Byzantium and the drachms common in Greece 
tewere in occasional use during the early period of Islam 
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'Z ibk L the promised money for transaction 
Wemmakssof opportunity. In ibn Taimiyahs opinion 
fnpbtlforbade such transactions? 29 

Ibn Taimiyah and Debasement of Currency 
Islahi goes on to mention that: 

Maimyub was distressed by the repeated debasement of the coinage which occurred 

SEE 'tZ^t^i**-*** 

^SllS: debaSement in the currenc y and over-production 
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te completed simultaneously 

in mil be able to use money 

exchange money for money, 

later, then the first person 
until he is actually paid, 
this is the reason why the 


the form that they find most 


permTfsnurnan beings to exchange 
suitable, whether through goods, sen i» 

Saiful Azhar Rosly states that: 

The Islamic oiaar is a spcafic might of goU 
the gold standard can man adopting the dinar 
early gold exchange rate system. On this ground 
of commodity-backed money rattier than comrih 
used on a limited basis invoking cross-border tr 
control the supply of money by nay of change 
standard. In this manner, the rote of the centra/ bank can be made redundant since 
money supply is no longer determined by sige of monetary base but the amount of gold 
resenes... As sharTab serves to protect common interest, the prohibition of riba must 
accompany the dinar system. It is a monetary order that established the framework 
or thin which individuals conduct and settle transactions. Without an order, i.e. laws 
and regulations, it is impossible to see how justice can be promoted effectively? 2 ^ 








society 


lechanism 


transaction 


, „ a corrupt ' 011 01 ^ 

- *" r *n «*» dr ' ,es out E<K 

“.‘"■“..-.•l.ed.oarTho 
ftflih I of England. w*s "i fact 
kTairaTyah. Islahi writes in this regard that: 

thi cheaper will tend to drive the other out of circulation, 
f. smhmn is hoarded, melted or exported- whichever is more beneficial. Especially 
bi-metallism, when the mint ratio differsfrom the market ratio, Gresham’s Law 
yrjtis internationally and good money migrates towards those countries where it is 
m valuable. This happened in America during the periodfrom 1792 to 1834, when 
JiJ States maintained an exchange ratio between silver and sold of 15 to 1 
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shn/d mint coins of real value without aiming 
in new the public welfare (al-maslahah al~ 
u vrke/y from the public treasury (bait al-mdl). 
means opening a great door oj injustice for the people 


mint other kinds o] avis. Rawer A 
at any profit so doing, and white keej 
ammah) be should pay the salary of 
Without doubt ; trading in money 
iind of detouring their wealth by false pretences. 

It should be noted that some of the Mamluk Sultans were involved in the 
practice which ibn Taimlyah refers to as ‘trading in money’. They did not 
depend only upon the domestic supply of copper but also imported it to 
mint coinage. Naturally, all of the evil consequences of that action were 
seen in the economy. 

Ibn Taimlyah considers the trade in money to be an injustice (zulm) to 
the people and against the public interest. Islahi mentions the following 
points as an explanation of such an assumption: 

(a) Trading in money encourages counterfeiting andpeople lose confidence in the currency. 
This results in inflation, (b) Lack of confidence in the stability of value of the currency 
discourages long-term contracts and results in injustice to people mth fixed incomes, eg. 
recipients of pensions, rentiers, etc. (c) Internal trade is hindered by frequent changes 
in currency and the ratio between coins. Traders not only get bad money for their 
merchandise, the value of their earned income also decreases. Therefore, the incentive 
to enter or continue in trade is destroyed, (d) Frequent debasement of currency hinders 
foreign trade. Good merchandise from abroad is not brought into a country in which 
money is debased as the merchants prefer to sell their goods in those countries where they 
receive sound money, (e) Precious metals leave the country, destined for where they can 
command a higher valued 

Ibn al-Qayyim, the student of ibn Taimlyah, confirmed his views 
regarding the issue of currency trade in Flam al-MuwaqJn , stating that 
dinar and dirham are prices of goods and the price is the calibre which 
evaluates other assets. In this sense, it should be a fixed and specified 
if tu n ^ easuremer, t- It should not increase or decrease because 
ev2J S f k ° f V3lue itself Actuates up and down, the proper 
ion of goods and services will ho imnnccihis Thic in turn will 
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R should be noted * st son» ^^dingta money’. They did not 
d^on^nth^Sestic supply of copper but also imported it to 
mint coinage. Naturally, all of the evil consequences of that act.on were 
seen in the economy. 

Ibn Taimlvah cons.ders the trade in money to be an injustice (zulm) to 
,he people and against the public interest. Islahi mentions the following 
points as an explanation of such an assumption. 

(a) Tradin'in money encourages counterfeiting and people lose confidence in the currency. 
This results m inflation, (b) Lack of confidence in the stability of value of the currency 
discourages long-term contracts and results in injustice to people with fixed incomes, e.g. 
recipients of pensions, rentiers, etc. (c) Interna! trade is hindered by frequent changes 
in currency and the ratio between coins. Traders not only get bad money for their 
merchandise, the value of their earned income also decreases. Therefore, the incentive 
to enter or continue in trade is destroyed, (d) Frequent debasement of currency hinders 
foreign trade. Good merchandise from abroad is not brought into a country in which 
money is debased as the merchants prefer to sell their goods in those countries where the) 
receive sound money, (e) Precious metals leave the country, destined for where they can 
command a higher value , 334 

Ibn al-Qayyim, the student of ibn Taimlyah, confirmed his views 
regarding the issue of currency trade in I 'lam al-Muwaqm, stating that 
dinar and dirham are prices of goods and the price is the calibre whic i 
evaluates other assets. In this sense, it should be a fixed and specific 
scale of measurement. 335 It should not increase or decrease because 
if the yardstick of value itself fluctuates up and down, the P r0 P^ 

evflluatinn _:_ n i _TUic in tlUTl W 1 * 


^gues that 




the atm 1 v 

, a produce!^ g he | to i n 

pr 0V jdeS ,h 

rz?***** 

which represents the re f 
for this sign, because they 
s metal is still better calculi 
1 >mostproperjor 
.standard in all nations: 
that the weight and standar 


Furthermore, me to..® — - ^me 
and Persia. Al-Wafiyah was the 
of these were equal to ten al-Jawaz 
and silver dirham prior to Islam 
the arrival of Islam. The silver 
jold mithqal was called dinar. Each 
Teach mithqal weighed 72 grains. It 
■ —-»during Jahliyah and 

— —vealed to the Prophet (s.a.w.), 
used by the people of Makkah.” 340 


iilver as currency 

Ims such as Rome 

“ and each seven _ 

-eight of the gold dinar 
t they became following 
'ailed dirham and the g< 
mithqal and 

mithqal has been the same 

^ of Islam was revc- 

eight unit is the one 1 — . 


than gbld and s 
from other kini 
Persian dirham 
dirhams. The w 
were double w hat 

mithqal was cr...- 
10 dirhams weighed 6 
should be noted that the 
Islam. When the message 
he said: “The wt-o--- 


,ll0rk> Stals an mil calculated fir > 
f 1 . • an d a precious 

?«* »<;«** 4 al “ * 

. 

, hi 

ttuoaiM m*l (mainly gold and silver) are most suitable as 
awsureof monetary value. The international legal prohibition of ttie 
iseofgold and silver as currencies clarifies the power aspect in relation 
to governments and their control of public assets. Shelton quotes Paul 
and Lehrman regarding this matter: 

Mwg •isahys rtjected by those who advocate significant government intervention 
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\|-Fulus: Copper 

I, is clear that copper enjoys some properties 
thouah not as desirable as, tl 
of copper has generally been 
societies. "Al-fulus" was a name used 
currency, typically minted from copper, 
there as early as the fourteenth century as a supplement 

which were becoming relatively scarce, i - . 

general debasement c- , 

and the so-called -dirham of account’ 

over-issuance of both of these as a cause of inflation. Thi • 

argues, was quite distinct from 

in prices, among them crop failures and the mismanagement 
resources under the later Mamluk rulers. ,41 In l— ^ 

Maqrizi identified “real” and ‘‘monetary” factors in a way 
familiar to modem economists. 


4.14 The Assurance of Intrinsic Value 

The condition for money to have intrinsic value is a safegi 
owner of the currency, which guarantees him a minimum 1 
event that the currency loses its authority as a circulating 
protects the holder from the monopolistic powers of the 

340 Abu Davvud, Book of Sales, No. 3340. 

341 Allouche, 1994. 
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of those loans. This practice has been (he prime mover behind t| le 
advent of mone\ creation. The huge profits to be made from creati 
money for subsequent lending at interest, has obligated governm ^ 
in all countries to place banking organisations under one or S 
regulators systems supervised by the state or its agencies In I^a^ 
among these is the central bank, the “bank of banks”. Banki 
became an institution controlling one of the most powerful inst ^ ^ US 
in human history . The political nature of this institution has 
to dominate the international monetary system and much intJw 16 ° n 
politics besides. Since 1971 when President Nixon abolished* ^ 

to redeem US dollars in gold, all monies of the world 1C |„J nght 
Muslim world. became unbacked fiat money. ' udm 8 ‘he 

The controversy surrounding fiat monev from th~ 

shanah is still ongoing, despite the existence of tw^ST 6 ° f 

fatawa which I shall address shortly There known 

-n the Muslim World that conventional banking aSes^ 0 ” 8 

and this has fuelled a constant demand for oh 8 1 tles are usurious, 

i" particular some formof Jam ? fj° p [ " temat ' Ves amo "§ Muslims, 

market throughout the Muslim world h product - The financia ' 
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financial products was still strnno ti, • j " 116 tbe demand for Islamic 
from Pakistan and then spread to tht'J^m banking emer g ed 

banks operating there could not ^ ldde East - The conventional 
products, as competitors wh ^ demand f° r Islamic financial 

increasing sta ‘ J “-vice, began „k. an 

remain split between annrnv I ? By ’ opin,ons at) out Islamic banking 
arguments of both sides is therefore CeptlC J Sm ’ and some anal Y sis of the 

b y Eddie George a fn appraisa ^ of Islamic banking was given 
addressing the A rah r ^ overnor op the Bank of England, while 

and mistrust - our attitud anot ^ er apparent source of misunderstanding 

know too that there is no ' We ten d to ca H Islamic banking. Now / 

as I understand it, the h ^ n ^ on °f w ^at constitutes Islamic banking. But 
principle is that making money out of money is contrary 


Min Islamic banking], to the point of adopting its ce, 

„ idt to give our financial institutions any characters,^, 
miaiiation. This is accomplished through Islamic banks’ favourite investment 
ria tk are essentially a hybrid between loans and investment; ivhich hybrid carries 
wloj the characteristics of usurious loans ... 345 
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, --v. 9 . , • .. doiug lslamic r ,^ ./'.v/ partnering with their 

clients on a tmh profit and loss sharing basis— If esteni owned batiks would have not 
em banks* would have aroided entering this markt /, hi 'cause they too would 
have found it risky. and tixir central banks and banks examiners would have frowned 
upon that business. So tl; fact that dozens of Western banks have set up Islamic 
bankmg widows or subsidiaries to engage in Islamic banking has only one message for 
shariah scholirs andproponents of Islamic banking: we beat you at your own game - 
and in your own backyards* 

Munawar Iqbal and Philip Moiyneux state that: 

... most Islamic bank r have their own sharPah board. Questions have been raised 
about the autonomy and powers of these boards. SharTah boards of different banks 
could issue different rulings on similar practices which may raise doubts in the minds 
of clients. ** 

According to Vogel and Hayes: 

The most frequently cited explanation is the fact that an Islamic bank has no centra! 
bank discount window to turn to when it needs quick liquidity, and no deposit insurance 
program to reassure savers and help prevent panic bank runs.™ 

Still today, Islamic banking represents a minor part of the global 
international banking system. Islamic banks compete with other 
banks but without protection, and therefore suffer a commercial 
disadvantage. But perhaps most of important of all from the client 
perspective, the products offered by Islamic banks are mainly based 
upon transactions such as murabaha which have the look and feel of an 
est ased loan, and which do not provide the kinds of commercial 
and social service that Muslim communities usually require. 

4-16 Two Opinions on Fiat Money 

legitimate f ^ °* 5l ”‘ ons w hich consider that fiduciary fiat money is 
mate from the Islamic point of view are discussed here. Each takes 

347 Sai «m, 2005, pp. 50-51. 

340 and Molyneux, 2005 . p. 109 . 

Vogel and Hayes, 2006, pp. 7.8. 


lkW0P i! i’l form of. faiwa endorsing the conclusion of a 
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giftResearch and Fatwa: The Committee of Eminent Scholars. 

Ii was published in the first issue of the Islamic Research Magazine in 
1973 , two years after President Nixon had abolished the link to gold 
forthe US Dollar. It would be reasonable to conclude that it may have 
been targeted at the legitimatisation of fiduciary money Its conclusion 
was as follows: 
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In its introduction the paper also states that: 

Based on this, we could say that money is ^ff^htl 
of a ruler’s authority or a widespread f { 

something relative as a result of the authonty of 
mn „„ hated upon its intrinsic value or full cover, tak g 
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«d to show that his statement implies an accep 
using money that has no intrinsic value. It is not: 
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Tbe statement of ibn TaimTyah is likewise misunderstood. The context 
of his comments is a discussion on the linguistic boundaries for naming 
% When ibn Taimiyah refers to the dirham and dinar, he is actually 
elating to the exact weight of silver and gold which invokes the use of 
^ society were to decide to use a gold coin weighing 10 
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^awholeofT^° fthemmtedc0inst bemselves. 

andks ^^-slTandd & h ‘ Shly SCleCtive 

Whsofthesp ft 0f paper money havp k n< ^ ^ eep ’ y et only fm u 


/ to use leather as money, I would have not agreed 

deferred payment. 

nllowing statement of ibn Taimiyah: 

m> natural or Islamic, but 
ause the fulfilment of their 
calibre of value for use in 
r own sake, but are used as 
s, and this function excludes 
iective does not depend on its 
ive, regardless of the material 








IF MONEY 

The mam points of refutation of this fetwS are as follows: 

Hie incorrect assumption that there are no Qur ’ante texts n . 
referring to money, ignoring all those that have been ' ad ' th 
earlier in this chapter; Mentioned 
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0 „ e „t scholar Abdullah bin Sulim an bin Mame was one of the 
t members of the committee which approved the conclusion of the 
•nidi supporting this fatwa. In the introduction to a book authored 
Iftei with the title al-Waraq al-Naqdi (Paper Money), published in 
NH he has stated that paper money was first issued approximately 15 
uirs previously. If not an editing error, a statement of this kind would 
mly call into question the credentials of this particular publication. 
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Abdul Wahab Khallaf says that the good ‘urf is the one that is 
agreed upon among people and which does not disagree with a legal 
rule in Islam. As for the bad ‘urf, he says that it is one that is agreed 
upon among people and which breaks an Islamic legal rule . 365 Zidan 
mentions likewise about good ‘urf and bad ‘urf . 366 


•Urf is translated here as What is right . AW/unuw say s ... ms exegesis 
that "al-’urf" means what is right and good or ma rut in Arabic.*" 
The same has been confirmed by Abdul Karim Zidan in al-Wqjeezfi 
Usui al-Fiqh.*' 

Nevertheless, ‘urf does also mean convention or custom in addition to 
the above. The explanation for this is that Islam came to change the 
existing society, one which had some virtues such as generosity and 
bravery as well as some bad habits such as drinking, gambling, and so 
on. Islam changed the bad habits while keeping the virtues, and that is 
why convention or custom is a source of sharl‘ah. 

Ibn Hisham mentions the alliance that the Quraish formed to support 
those who had been treated unjustly in Makkah. This alliance was 
called The Virtue Alliance (‘‘Hizb al-Fudul”). Al-Humaidi ibn Sufian 
narrated from Abdullah from Muhammad and Abdul Rahman, the 
sons of Abu-Bakr, that they said that the Prophet (s.a.w.) said of this 
alliance: 

/ bare witnessed in the bouse of Abdullah bin Gad'an an alliance that if I was invited 
to in Islam I would have answered. They allied to bringjustice to those who have been 
done an injusticeA 2 

Here the Prophet (s.a.w.) approved certain virtues to which the society 
was accustomed and which did not contradict any Islamic principles. 
This is what is meant by considering al-‘urP 63 to be a source of sharTah. 

In his final chapter, the researcher applies his claim (that Islamic 
judgements based on al-‘urf can change as the ‘urf itself changes) to 
the subject of money. Unfortunately, this application is not ideal for 
two main reasons. Firstly, there are substantial differences between 
precious metal money and modem monetary aggregates, in particular 
due to the fact that usury is nowadays heavily embodied into the latter. 

\. the legitimacy of commodity money or modem forms of 
mone\ in both sharf‘ah and man-made law dnec nnt cimnlv depend on 
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al-Qurtubi, 1952, Vol. 7, p. 346 . 

Zidan, 1987, p. 254. 

Hizb al-Fudul, 2008. 

d *th Sahih narrated by Al-Harith bin Abdullah bin Abi Ussama al-TamTm' 
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ftransition 169 should be adopted in order to avoid what might 
^(become terminal economic or political difficulties. 

tlx choice of monetary unit in Islam should be seen as an issue upon 
uhich shan’ah has ruled. This choice is not one that can be left to 
^ml opinion or be decided by custom. Neither is it to be decided 
Inti upon pragmatic considerations of current economic or financial 
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j of worship. From the early Makkan period of revelation, zakah 
,j,mentioned in the Qur'an and related to prayer as a condition of 
*lief. At that time, its meaning was general without any specification 
i'tailed applications. As the Arabs understood it, zakah meant 
station and the Qur’an came to confirm this meaning and to 
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YourCause 

* x ; ^ widutroj mr y ,mer ■ 

' la rich bin Al Talha narrated that: 

« b ' ll ' A r\uiks0W Abu Talha had more property of date-pa.m ree 

. M jA0bw m jgi Medina and the most beloved of them to 

*S ,b,frcpb,t AUaVs 
\ Zi^ohnadusedtodrinkitsmcewater. ’Anas added, When these verses 
\, rm y : "Bj no means shad ye attain righteousness unless ye spend (in charity) of 
fikh f lore ' m Abu Talha said to Allah’s Apostle “0 Allah s Apostlel Allah , 
lit A the Superior says: ‘By no mans shall you attain righteousness, unless you 
Ajht which you love'. And no doubt, Bairuha 'garden is the most beloved to me 

< T makesjoH tbmk ****-■ 

^ to Ak Talha), aid 1 think it wo lMb 1 ^ W what 

U ° *"i, ‘1 mil do so OAlSVlV* * ‘° J0Hr kitb 
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The word “spendirHms verse means spending in general, not spending 
all that one has, rather some of what has been provided. Elsewhere in 
the Qur'an the balance of spending is made clear: 

Make nor try band fieri [like a niggard's) to thy neck , nor stretch it forth to its utmost 
reach . so that tim become blameworthy and destitute. - ~ 

The Qur'an also warns of the devil's threat of poverty: 

Satan threatens you with porert)' and bids you to conduct unseemly. Allah promisethyou 
Hisforgiveness and bounties. And Allah carethfor all and He knornth all things 373 

The overall message is that a Muslim should be a giving person 
generous, not fearing poverty and having trust in Allah (s.wt) the 
Sustainer and Provider. By being so, he or she will be granted an easv 
life and vice-versa. ^ 

So he who gins (in charity) and fears (Allah), and (in all sincerity) testifies to the Best 
II emimdeedmake smooth for him the path to Ease, But he who is a greedy mis'er 
and thinks hmseif self-sufficient, and gives the lie to the Best, We will indeed make 

7ollin”A ePath 10 m ‘ Sery ' NOr ’” l!hiS malth profit him when hefails headlong 

In the s^h of the Prophet (s a w ) thwe js alsQ encourages 

EtSTiTt'"T r " * ~ Spending ZT5 

for examnf 7 " Sh ’ bUt “ does have t0 be for a good cause, 
for example spending on one's own family: 

m2 Z'fl* TTf ^ the (*■«■»■) ** Do not withholdyour 

™ ^ 0r, fy ou d‘d so) Allah would withhold His blessingsfrom you. 11 ^ 

She also narrated that the Prophet (s.a.w.) said: 

Spend (m Ail'df"' Se \ °‘ hermse Allah too will withhold His blessings from you. 
pend (m Allah s cause) as much asyou can afford . 374 

Abu Huralrah narrated: 

pbet said, ‘Every day two angels come down from Heaven and one of them 





az-zakah 


54 ZakSh and Tax 

In many previous societies around the world, one of the ■ 
enjoyed by kings was to take taxation form the people to fi 
expenses. Later, taxation took on an important role in fins" * 1611 ow n 
Projects which could not be financed by individuals or "’ 8 pub, 'c 
acting on their own. Mote recently. „i many natnt 
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Abu Masud al-Ansar nanattd. ^ ^ k chari ^ m used 
Whenever Allah's Apostle (s.a. ■) measure of grain) a 
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from Hell-fire even by giving half a date-fruit in c a 

Abu HuraTrah narrated that: 
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superior in reward?’ He replied, The chanty L 

niggardly and afraid of poverty and wish to become nea > 

of approaching death and then say, “Give so much to sue and such a 

such and such * [when] it has already belonged to such and such (as 

‘Aisha narrated that: 

Some of the wives of the Prophet asked him, Who amongst us m 
follow you (i.e. die afteryou)?’ He said, Whoever has the longest band. 
measuring their hands with a stick and Saudas hand turne 


385 Al-Bukhari op. cit. 

386 ibid.. No. 490. 

387 ibid.. No. 497. 

388 ibid.. No. 498. 

389 ibid.. No. 500. 
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da; and both the value of money 
oorteyarein use today, jDU i at j 0 ns of various 

some other adequate way 

Idling what the threshold should be for the payment ot zakah on 
weary wealth, but in the meantime common practice throughout 
Muslim world is for the existing thresholds of gold and silver to 
he converted into local currency values. 

The lunar year for zakah on monetary wealth is the same as for 
»! other type of wealth zakah, namely one “hijrlah” (lunar year) 
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nt for zakat al-Fitr as a matter of ijtihad 
what is an appropriate anioun 1 • • j e being always that it should 

(independent legal reasoning), the pm ^ 8 

be sufficient to attain the required obj 

This „e of zakah ,s left to people m £ £2 

is mamly 5 social^nd 3 local ■ Although zakat al-Fitr is a small sum, the 
timingof the payment and the occasion makes it very important socially. 
nTanv cases people pay much more than what is recommended. It is 
mean's of connecting rich and poor, especially after a month in which 
Muslims have fasted during the day and prayed durmg the night and 
thereby attained a higher level of spiritual fulfilment. Zakat al-Fitr 
fulfils a need to act upon this elevated spiritual feeling, and it cultivates 
a social bond which in some cases lasts forever. 

When a rich person feels that his duty is to be concerned for the poor 
and that he should personally look for the poor in his society and ensure 
that they receive zakat al-Fitr on time, this makes him more aware of 
their condition and of his responsibility towards them. At the same time, 
the poor person will appreciate the rich of society and to some degree 
respect them for their concern. ‘Eid al-Fitr can thereby act as a kind of 
insurance policy for social harmony between rich and poor. 
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Wealth Zakah 

Wealth zakah is as complex as the concept of wealth itself, and adding 
to this complexity is the fact that the Qur’an has mentioned only the 
principle of it, with the application left to the Prophet’s (s.a.w.) practice. 
Some of these practices are general and applicable to any society at 
anytime, and others are to be decided according to the economic, 
monetary, financial and social context of the time. Wealth is normally 
acquired in two distinct forms, namely as monetary or non-monetary 
wealth, and the rules of zakah reflect this distinction. 392 

Zakah on Monetary Wealth 

Concerning monetary wealth, zakah is a straightforward 2.5% °f j 
balance of money saved that exceeds the threshold (“nisab”) annua y* 

392 See the Transaction Map Theory chart in Chapter 6. 
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wM (s.a.w.) was either in go 
Irtarv wealth, or in non-monetaiy 
j!ii C uliuialcrops, land, livestock, trade and treasure, as well as people s 
m houses, horses, weapons and armour. All such possessions were 
indirect ownership, and often recorded in simple legal documentation. 
The Prophet (s.a.w.) applied zakah to these types of wealth in different 
ways according the nature of the wealth, within the general principle 


or by encouraging the exchange ot money f or 
on to spend money within the lunar year, and 
of zakah, may result in some holders of money 
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physical investment 
other assets. The optic 
thus avoid the payment 
spending or investing it more 
the velocity of money wi.. — 

Prophet (s.a.w.) wt~.- 

others not to leave their monetary wealth uninvested and subject to 
erosion by zakah. It is narrated by Tirmidhi that the Prophet (s.a.w.) 
said: 

W hoever is entrusted with the money of an orphan should trade with it and should not 
leave it sitting to he used up by charity . j95 

Zakah on Non-Monetary Wealth 

Dr Yusuf al-Qaradawi has written what is regarded as a comprehensive 
research work on zakah under the title Fiqh Az-Zakah. There he 
describes almost all of the applications of zakah at the time of the 
Prophet (s.a.w.) as well as the different opinions on each application, 
and at the end of each application he gives his own forthright opinion. 
This piece of research is very important to gaining an understanding 
ofthe subject of zakah, and in particular helps us to apply non-money 
wealth zakah in harmony with the economic, monetary, financial and 
social structure. Attempts to replicate the applications of non-money 
wealth zakah from the time of the Prophet (s.a.w.) are likely to fail 
in modem times where such applications are no longer a major part 
of economic activity, or where they are applied under very different 
conditions. 

All independent states in the world today are well established. Most 
e legal systems that demand from their citizens an annual statement 
o income or wealth, often for tax and state pension purposes. In the 
s im countries these statements should be developed, or another 
shnnia K Sta i ement created ’ for the purpose of zakah. These statements 
structn 6 eloped Periodically to match any changes in the overal 
re ° * e state > taking into account changing definitions of what 
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Jif k U not paid their yakah, then they would tread him with their hooves and 
mHUtlmmih their horns’. The Prophet added, ‘one of their rights is that they 
,alibi milked while water is kept in front of them'. The Prophet added, T do 
’ imianjom of you to come to me on the Day of Resurrection, carrying over his 
tk u shtcp ht will be bleating. Such a person will (then) say, “0 Muhammad! 
^rcdefirm)". I ml! say to him. '7 cannot helpyou, fori conveyed Allah’s 
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betw een 20% ("•'««_! 1 costs 0 f producing or obtaining such 
taking into account all ot me com. p 

wealth or growth. 

Most Muslim countries around the world today have soph.sticated 
2S systems, w inch include legislation relatmg to the vartous types 
ownership, and would be relatively simple tor these to define 
the various cateeories of non-monetary wealth, as well as to tdenttfy 
the people that could be considered rich. Any such country which 
wished to fulfil its Islamic duty to organise and legislate for zakah, 
could appoint a board or committee including experts specialising 
in sharrah. economics and taxation, social and welfare officers, and 
any other necessary professional advisors, in order to enable the 
introduction of one national zakah system working in harmony with 
the tax system and enforced in parallel with it. 


Zakah and Hoarding 

The word “kanz”, meaning hoarding, has a similar scope in both the 
English and Arabic understanding. It relates to storing something 
valuable, or to treasure, or to a collection of precious things, or something 
that has been naturally stored deep in the earth. We have already noted 
an important difference between the storing of goods (which tend to 
depreciate) and the storing of money (which is hardly affected by being 
kept idle). It is also worth noting that there is a difference between the 
opposite of these two actions, namely the consumption of goods (which 
eliminates wealth) and the spending of money (which exchanges one 
item of wealth for another). 

The Qur’an uses the word “kanz” specifically in relation to gold and 
silver upon which zakah is due but has not been paid. It gives a terrifying 
picture of the consequences for those who hoard money and do not p a > 
the required zakah upon it: 

• •• And there are those who hoard gold and silver and spend it not in the WU) s J 
Allah, announce unto them a most grievous chastisement - on the day when it W 
heated in the fire of Hell, and with it will be branded their foreheads, their flanks an 









then put on the fonts of tbetr shoulders M! it comes mrougp m* oj weir 

breasts, the stone u*like moving and hitting After saying that, the person retreated 

and sa: ' v,/W him md Sat bestdt ' him > and 1 did not 

know who be was. 1 said to him. 7 think the people disliked what yon had said'. He 
said ; These people do not understand anything, although my friend told me '. I asked, 
Who is your friend?' He said. The Prophet said (to me), “O Abu Dhar! Do you 
see the mountain of Vhudr And on that I (Abu Dhar) started looking towards the 
sun to fudge how much remained of the day as I thought that Allah's Apostle wanted 
to send me to do somethingfor him and I said, “Yes!’ He said', ‘7 do not love to have 
gold equal to the mountain of Uhud unless I spend it all (in Allah's cause) except 
three dinars These people do not understand and [they] collect worldly wealth. No, 
by Allah, neither I ask them for worldly benefits nor am I in need of their religious 
advice until I meet Allah, the Honourable, the Majestic'. 400 
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In some cases when a person reverts to Islam, he faces a challenge 
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5.8 Distribution of Zakah 

While the amount of zakah to be given to recipients can vary according 
to the time and the place, it is widely agreed that sufficient should be 
given to completely fulfil the recipient’s essential needs. The authority 
responsible for the distribution of zakah should be given only general 
guidelines, and should have the freedom to evaluate each case according 
to its merits within those guidelines. 

Zakah is meant to be a social welfare safety-net, mainly for the poor and 
needy, but there are six other categories that the Qur’an has included 
that qualify for zakah. All these categories are mentioned in the Qur’an 


ws are jot t )e poor and the needy; and those employed to administer the (funds); for 
those whose hearts have been (recently) reconciled (to Truth); for those in bondage; and 
debt;,,, the came of Allah; and for the wayfarer: (Thus is it) ordained by Allah, 
and At/ah is full of knowledge and wisdom A* 

e discussion on these specified recipients of zakah follows. 

in ruf d "! er !" C * e ^ n ' n 8 w ho precisely constitutes the poor and needy, 
ncludmg whether they are to be regarded as one erouo or two. Some 
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ale cost of every Muslim. The rules of zakah should therefore 
k implemented within a comprehensive economic, financial and 
monetary framework based upon sharTah. The absence of such a 
framework at an international level is a contributing factor to the 
division of Muslim nations, and their tendency to ally themselves 
^‘M-Musljm nations in preference (o those of Iheir own faith 
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•on » hi,-h rejected slavery. This process 

anew value system v\ as example in the United 

contrasts with experiences <• nineteenth centuries where 

States during the eighteenth andjarly ^ ^ 

”a n ses eS .his resulted ,n slaves returning to their masters asking 
forfonriveness and begging to be taken back n an attempt to survive. 
Prov iding a share of zakah for the purpose of paying to free slaves » 
part of the Islamic framework for achieving a slavery-free society. 

Debt can sometimes be an unsolved problem that causes stress and 
illness Allah (s.w.t.) has given debtors a share of the zakah funds in 
order to alleviate such problems. At the same time, the existence of a 
mechanism to repay the debts of those unable to do so for themselves, 
improves the confidence of those who might otherwise avoid lending. 
As a result, the level of social trust within the society improves and a 
form of social welfare arises which is difficult to find elsewhere. 

In its widest sense “the cause of Allah” means any lawful way of 
spending, but the specific meaning here is related to military activities. 
This may include payment for direct fighting but also indirect spending 
to support the military structure in peace time. 

Another demonstration of the extent of the welfare society of a modem 
Islamic state is manifested by looking after the wayfarer, which could 
include a traveller who has lost his property, fallen ill or any other 
circumstance which would place him in a position of need. 

These are the groups eligible for a share each, not necessarily an equal 
share nor in a specific order of priority. The distribution between 
these categories would vary according to time and place, likewise 
the mechanism of its distribution and the amounts spent on the 
administrative infrastructure. 403 
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5.10 ZakSh 


Zakah 


Part Three 


Wealth zakah 


Personal zakah 


Transaction Map 


Zakah on non¬ 
monetary’ wealth 

Applied to wealth 
which is beyond 
personal use, 
from 2.5% to 20% 
depending on the 
type of wealth 
and the cost of 
obtaining it. 


Zakah on monetary / 
wealth 

2.5% of the balance 
of saved money 
above a specified 
threshold annually. 


Zakat al-Fitr 


This is given before 
the prayer of“Eid 
al-Fitr”. It is an 
amount of food or 
a sum of money 
which satisfies and 
makes a person 
happy for the day. 
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Alhih hath permitted trade and forbidden 


6 2 Definition and Framework 

Aftercareful consideration. I have designed the Transaction Map Theory 
riMT") as an instrument by which usury can be identified in any 
transaction under any monetary system, and which amply demonstrates 
the difference between permitted trade and unlawful usury. TMT is 
divided into three parts: assumptions, technique, and application. 


Imiption 4: Free Competition 

Amarket can be established when multiple parties are willing to make 
an exchange. Such a market should be regulated to guarantee free 
competition and to prevent cartels and monopolistic abuses. 

Option 5: Real Money, Real Goods and Services 
% goods, and services must be identifiable, well-defined and their 
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The Assumptions 

In order to analyse a wide range of transactions in a realistic manner, and 
to illustrate how TMT operates, certain assumptions have been made^ 
These assumptions are based upon sharp ah principles and rulings, and 
are discussed below. 


Assumption 1: Endowment Status 

For any entity to carry out a transaction, he or she m 
some combination of money, goods and services, or be c 
creditworthiness to acquire goods and services on deferu 
terms. However, selling something that one does not curre 
generally prohibited. For example, ibn ‘Umar narrated that. 
The Prophet forbade the selling of foodstuff before receiving it. 409 


av °id the 
renting to 

1,n Qur’an 
Tated through 
Prohibition 0 f 
0n Friday 
J obeyed 
^'berate 
The Qur- 3 „ 


Qur’an 2:275. 

Al-Bukhari, op cit Vol 3, Book 34. 







it both P art,es 

following the 
i agreement. 


' vent '° better position 

but beW a better P 

the annulment of them 

■eption “al-Gharar” 

1 in English as “uncertainty ^ transatliUI 

n y form of gharai sahih Muslim 

ed in Sahih al-Bukhari and Sanin m 
ibded gharar. Classical examples in fiqt 
e that has run away and cannot be found. 
g the unborn baby of a pregnant camel, 
e and aualitv is unknown to one or both 


Mr Sabbath Mr fish did come to them, 

,, bad no Sabbath, they came mt - 

The objective of reducing moral hazard is also evidenced within Islamic 
|w For example, an agent is generally prohibited from selling to 
himself °oods that are owned by the principal who has employed him. 
The moral hazard here is of course that the agent will sell such goods 
at a | 0 ;v price in order to benefit himself at the expense of the principal. 
Many other forms of harmfitl transaction are likewise prohibited, 
including sales which have the capacity to favour one party. Two of 
these are described in the following hadTth. 

Allah's Apostle forbade selling by mtmabadha (to sell one's garment by casting it to 
the buyer not allowing him to examine or see it). Similarly he forbade the selling by 
mulamasa (mulamasa is to buy a garment, for example, by merely touching it, not 
looking at it). An 

Assumption 7: Gain (“al-Ghunm ”) Should Equal Loss (“al-Ghurm ’’) 

In Intermediate Microeconomics , Varian explains that any two parties 
making an exchange will be in a better position after the exchange 
than they were before the exchange. The reason for this is that the 
unit gained would have higher utility than the unit that is given up, 
and this principle applies for both parties. It is described as “mutually 
advantageous trade” and is explained within the concept of the 
“Edgeworth Box”. 413 

In any transaction, the participants naturally expect to receive an 
amount of value equal to the value that they have given, so that in 
va ^ ue terms w hat is gained is equal to what is lost. At the same time, the 
parties also expect to be in a better position after the transaction than 
the\ were before it, due to the satisfartirm nf a cnhiprtive desire for 
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thm the precise monetary items w ^ f j 

pec fied when concluding a transaction. Tins ts because one un .t of 
monev can be substituted for another, since money ts a fungible item. 
But for non-funaible goods, each item is unique. For example, one 
antique painting cannot substitute for another m a transaction. 

Jabr added that Allah (s.w.t.) in His wisdom has created physical 
properties for things, such as weight and volume, so as to judge 
the fairness of transactions, and has created gold and silver to be 
the measure of price for these transactions. (On the other hand, in 
metaphysical matters. He has given the human mind the ability to judge 
according to the shaiTah law.) Gold and silver are considered to be 
natural prices and the currencies made of them are lawful even if they 
contain a small percentage of other materials. The currency made from 
gold is called “ad-dinar” and from silver “ad-dirham”. But people, for 
their convenience, also use other currencies besides gold and silver. 
They have for example cast “al-qlrat” and “ad-danik” from copper, and 
agreed to use it as a measure of price in a ratio of one danik to one sixth 
of a dirham, and one qlrat to one half of a danik. It is called “al-fulus al- 
ra'ijah” if it has been accepted, and “al-fulus al-kasidah” if otherwise. 

The TMT technique is based on the unique distinction between “ath- 
thaman” (money) and “al-muthamman” (priced items such as goods 
and sendees). When using this technique, for simplicity, countervalues 
in a transaction will be classified either as money or goods. All available 
transactions will then fall within one of only three categories, without 
any exceptions. These categories are: 

• money for money; 

• goods for goods; 

• money for goods. 

foil cons ^ er l n g any particular transaction, three steps are to be 
Dart.nl ° rder - l) Specify which of the above three categories the 
1 ransaction belongs to; ii) decide the objective of the particular 
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transac 


Money for Money AppiK-— 

r a , finn ; s carried out for a variety ot purposes as 
This category' ot transaction is cameu 

discussed below. 

"Al-Qard" floan) or "al-Dayn (debt) 

The loan is one of the most important instruments in human financial 
acti\it> According to TMT, money can be exchanged for money for 
different purposes but every purpose must be distinct and its particular 
name should be related only to this purpose. Here, the word “loan” 
indicates that a clear intention exists to lend and borrow. It can take 
two different forms, the first being restricted to the context of moral 
obligation, and the second being a natural practice among merchants 
or traders or anyone who suffers a temporary shortage of money or 
goods. 

In this context, a moral obligation can arise where an individual has 
money surplus to his needs and feels obliged to loan some of that 
surplus to somebody in need. This loan is called “qard hasan” which is 
commonly translated as “beautiful loan” or a “good loan”. Some writers 
explain that riba in jahiliyah was applied to dayn mu'ajjal (postponed 
debt, arising for example from a sale in which it is agreed that payment 
will be made at a later date) and this dayn is not a synonym for qard. 
For example, according to al-Razi, in the Arabic language the word 
qard means to lend (darahim, dananir, dates, wheat or the like) without 
a fixed repayment date, while in al-dayn a fixed repayment date would 
normally be stipulated. Accordingly, in Islam, qard is considered as an 
act of charity, hence the statement of the Prophet (s.a.w.) that “al-qard 
as-sadaqah (a loan is charity)”. 419 One common mistake is to assume 
that qard hasan could be applied to investment, which is absolutely 
contradictory to its nature and original application. 420 

The natural situation among traders is that they often find themselves 
either in debt or in credit to each other. The word used to describe these 
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increase involving an improvement in the quality 0 a should be 
fungible item, 428 may seem to conflict with ruling that mere in 

no increment when repaying a loan, and that any loan w ic ^ t ^ at 
a benefit for the lender is usury. However, it is essentia t0 r ansact j 0 n, 
such a benefit must not be contracted at the outset of a loan ra 
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tofc light ofthe above discussion, use of the word "loan” in relation 
aninvestment process is inappropriate. Instead, in matters ot investme 
one commonly encounters the Arabic word u al-qarad (mean 
investment fund), along with the associated transaction agreement 
’mudarabah’' (meaning silent partnership). The essence of al-qarac 
the provision of capital from one or more investors and the provisior 
° m ° ne or more entrepreneurs, within a partnership 
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, ichm is to achieve a growth in wealth. 
The purpose ol ' ,n ^''^’ sl|nc| , ( |s the sharing of profit and loss. This 
and the condition to ^ met when the investment involves a 

prudent eondition ds by me ans of a physical project of 

some khid Periodic accounting reports should of course be scheduled 
in advance and take place according to agreed accounting standards tn 
order to determine how much profit has been made. In those cases 
where a protect incurs losses, growth can still be achieved lor the 
economy as a w hole as a result of the turnover between money and 
goods during the physical investment process. This in itself can be a 
positive form of economic activity, even though an accounting profit 
may not result from it. 

An investment market applying these conditions will allow investors 
more control over the direction in which investment funds flow. This 
will not only increase the likelihood of growth, but will tend to guide 
growth to the areas where it is most needed and encourage genuine 
entrepreneurs. A financial investment which rewards a percentage of the 
money invested w'ith a payment of interest regardless of how the capital 
has being employed, is less likely to achieve such positive results. For 
example, El Diwany 431 points out that in the interest-based economy 
loans tend to be directed towards those who have substantial assets 
to offer as collateral. Meanwhile, in a profit and loss sharing system, 
investment tends to be directed towards the most attractive projects 
since these are the ones most likely to yield a profit to the investor. Not 
only does this increase the quality of allocation of investable funds, but 
it also increases the likelihood that those who do not have collateral 
(in other words, the poor) will have a share of the capital resources of 
society, thereby reducing wealth inequality. 432 

A$-$arf 

Iteie are two types of a$-§arf’ (currency exchange): 
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the difficult . ^ u ^ ca,cu * al ' n £ the profit shares due to the partners. This avoids 
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transaction map theory 
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.usefulness of the statistical approach in insurance is that it reduces 
forecasting error of the value of claims to a highly predictable 
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ihe forecasting error ot the value ot claims to a nigmy preaietaoic 
amount by aggregating a large number of cases. On this basis, it has 
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>f those who manage an Islamic insurant 
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RANSACTION MAP THEORY 

monetary units. As a series of connected 
al organisation might develop standardised 
lation processes and contract completion, 
three trades simultaneously could produce 
for country A, and this would fall under 
regulations in sharp ah. 


the need for settlement in 
barter trades, an intemation; 
terms to assist with negoti 
Here, the completion ot the 
a “wheat for barley" transaction 
the scope of the usury 

Al-Muqayadah 

We have already seen that the Prophet (s.a.w.) prohibited a new type of 
riba which is known as “riba al-fadl" (translated as “preferential usury”, 
or sometimes as the “usury of surplus") and that the hadlth relating to 
it includes only six types of goods which are gold, silver, wheat, barley, 
dates and salt . 433 It is clear that the Prophet (s.a.w.) accepted the use of 
gold and silver as money, and that their barter is considered as currency 
exchange. From the hadlth of Abu Sa‘id al-KhudrT, we can see that 
barter among the other four items is also permitted, subject to specified 
conditions. 

Some modem commentators have suggested that the wisdom behind 
requiring like for like exchanges of dates for dates in the hadith of Bilal 434 
is to achieve justice for the buyer and seller in terms of the value that 
they receive. El-Gamal 435 refers to this as a “mark-to-market” process, 
and it operates as follows. If person A wishes to sell one cup of dates to 
person B, then he can only do so in exchange for one cup of dates to be 
received from person B. In the event that Person B offers him poorer 
quality dates in exchange, then Person A will naturally see the exchange 
as a poor bargain. His only option in this case is to sell his good dates 
tor money and then buy the poor quality dates, in which case there is no 
shari ah restriction on him buying two cups of poor quality dates. Why 
then the complexity? The reason, El-Gamal asserts, is to ensure that both 
parties receive fair value for their dates. An exchange of dates for dates 
a* not ac hie\e this, whereas a sale of dates for money is more likely 
pose the true value of each set of goods by testing it in the market. 


salaf’ (forward purchasing) 
jvery in return for payment of 

ndustries where the production 

_:raw materials, for example 
of wheat for the coming year, 
for crops to be grown over 
received immediately, the farmer may 
then be able lo pay some of his production costs (seeds, fertilisers, 
workers and so on) through to harvest time. 

The conditions of the bay ‘ as-salam transaction are as follows' 

date of delivery must be specified- 
•« mustbemade . nadvance ’ 

_^ A bbas narrate that . 

binAh ^ 


See Section 3.6. 
Also shown in S 
El-Gamal, 2001 
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Bov Ol-Ajal Ument purchase) is to allow receipt 

The purpose of "bay al '^ ( u t0 be made in the future, e.ther 

of «« '"'Vem T e editions are: 

wholly or in instalments, me con 

. the price must be specified: 

. ,he timing of payment must be specified. 

mn , t sav ed money would flow into the 
In a riba-free ^ n ^’ increasing production and reducing prices. 
?r“mpefil would encourage instalment sales as there would be 
no fear of money devaluation. 

Bov' an-Naqd 

The sale of goods now for money now (cash purchase) is an 
everyday type of transaction. The only condition here is to have a 
conventional rule to signify that the transaction has been completed 
[for example, a handshake or a contract signing) following which 
the goods become the property of the buyer, and the price belongs 
to the seller . 439 

6.3 Related Issues 

Although the Transaction Map Theory includes all transactions between 
money and goods, some financial agreements have not been covered in 
the above discussion despite their popularity. Among these is the we 
known home mortgage agreement, and the murabaha contract wide y 
used in Islamic banking. 

Mortgage 

In Western countries, the word “mortgage” has a common meaning and 
a specific legal meaning. As for the legal meaning, it is similar to the 
Islamic word “rahn” which refers to a collateral or pawn given to secure 
a debt obligation. The rahn should be treated as an “amanah” (trust) iti 
the hands of the creditor. If maintenance of the pawned object incurs 

439 For example, in most supermarkets today, the goods remain the property c 
seller until the buyer has paid for them and passed the cashier point. 


,he borrower fads to pay his loan j 

• house against 

damage by fire, flood or other event. 

According to TMT, the main objective for having a mortgage is to buy 
aproperty and pay the price in instalments. This objective should be 
achieved by the instalment purchase transaction discussed under the 
money for goods category, without interference from a third partv 
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The critical issue here is that the murabaha transaction belongs within 
the field of trade (in other words, the buying and selling of goods) not 
the field of investment. The laws applying to trade and investment are 
completely different, as is their structure within the Islamic economy. 

To attempt to use murabaha as an instrument of investment is as 
implausible as attempting to use a contract of mudarabah to sell goods 
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AI-MurSbaha , 

, „f“oi murabaha” (sale at a disclosed profit margin) 

was to nS seH Ss at their cost price plus an agreed profit This type 
ofagreement was developed to improve transparency, so that buyers 
lid know how much profit was betng charged of them by sellers and 
also as a trading mechanism to suit wholesale traders who conclude 
transactions at a margin over a known cost price. 

Under the challenge to provide riba-free financial products and 
compete with usurious financial systems, Islamic financial institutions 
have adapted this type ofagreement to finance trade or to sell capital 
goods by instalments. They apply a number of conditions to satisfy 
their sharp ah supervisory committees and clients, however there is a 
substantial difference between murabaha as it was originally practised 
and as it is practised by Islamic banks today. 

Firstly, there is substantial evidence that the earliest murabaha 
agreements among Muslims were cash settled in full on the spot, 
whereas modem murabaha agreements are settled in instalments. 
Secondly, modem murabaha transactions are conducted not as a single 
money for goods transaction, but instead as two money for goods 
transactions placed back to back. For example, a bank will buy a car for 
SI0,000 cash paid to a dealer, and immediately sell the car to the bank s 
client for $15,000 payable in instalments over five years. If practised as 
two completely separate transactions, such activity would be permitted. 
However, in practice, Islamic banks require the client to promise to 
buy the car before the bank purchases the car from the dealer. This 

441 Al-Gindy, 1986. Large merchants, having the capacity to negotiate good prices 
for large quantities of particular items, might be happy to resell goods to other 
traders for a small profit in order to expand their market and achieve faster 
distribution. Meanwhile, the buyer could expect similar treatment from his 
fellow traders in different commodities. The specification of cost-plus margins 
at trading time could substantially simplify such trading activities. 

442 Nyazee, 2010. 
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_ he case of clothes or cars), 

ire posse ssion ts taken of 
In contrast, rent ts paid ^ use value while ownersh.p 

something in order to , At the end of the rental period, 

of the thing rtself .s not trans ^ed (o , he own er. Rent is therefore 
possession of the object is ^ ^ enjoyme nt of a use value, 

seen as a pay men i * c ed that if interest is to be seen as the 

Christian theologians have recogni ^ ^ contradiction between the legal 

price of renting money, the netary asS ets. Cleary relates the 

treatment of money and t a of the animal is a cost 

argument that when anammal is rented then the loss is 

™ney, then 

the borrower s. 1 - of rental, the loss of borrowed 

money should be a cos"‘thai is borne by the lender. Since this is not the 
Tase ! loan ofmonev must be treated as a sale, and the price pa.d by 
^ borrower should therefore be ne.ther more nor less than the amount 
“borrowed”. Cleary comments: 

It sums then to be true that the so-called loan of money is really a sale, and that a 
loan of meal nine, oil, gunpowder and similar commodities - that is to say commodeties 
which are consumed in use - is also a sale. If this is so, as I believe it is, then loans of 
all these consumptive goods should be governed by the principles whtch regulate sale- 
contracts. A just price only may be taken, and a just price may be demanded - that is 
to say the loan and the return must be truly equivalent . 445 

By permitting rental (“ijarah”) contracts, Islamic law recognises that the 
body of an object can be owned separately from the use that it provi es. 
Evidence in favour of ijarah is seen in Qur’an 28:26-27 and in Q ur an 
65:6, and also in the hadlth narrated by ibn ‘Umar that the Prop ^ 
(s.a.w.) advised employers to “pay the hired worker before his swea 
dries”. However, the rental of money is prohibited. In Islam, money i s 
seen as being different from other assets because its use consists of being 
given up completely in exchange for something that has a use va u®- 
The object thereby obtained by the buyer (or its use value) can then Q 
resold or used by the buyer himself. Hence, while both apples and g° 
have exchange value, the use of the former requires its destruction, an 
the use of the latter requires the transfer of its ownership. 


445 


Cleary, 2000, p. 186. 
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Goods for 
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Money for Goods 

Trade ( al-Tijarah) 

Future Trade 
{Bay> ‘ al-Salam) 

Instalment Purchase 
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Cash Purchase 
{Bay’ al-Naqd) 
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7.1 l" lr0(luc,wn , financial side of the econom) 

* ambiing ,c 

achieve an overall efficiency in economic productivity. 

Throughout history, it has been observed that human beings have a high 
propensity for consuming intoxicating substances and for gambling. 
These practices have taken many different names and forms. Before 
Islam, Arabs used to indulge in the consumption of intoxicants and had 
tor own ways of gambling. Islam came with a dear prohibition of 
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Intoxication and gambling 

ed the Theory of Moral Sentiments in 1759, thereby 
the baker on an equal footing with the brewer and 
tie of it. While in one society a teacher of moral 
lonstrate the negative role played by the brewer, 
Muhammad (s.a.w.) challenges the practice and 


7.2 The Prohibition of Intoxication in Qur’an and Sunnah 

The Arabian Peninsula was the starting point of Islam. To change that 
society into an Islamic society required a comprehensive understanding 
of the reality of its social and economic aspects, beliefs and cultural 
habits. The prohibition of intoxicants was a major challenge to Arabian 
society. Alcohol consumption was widely practiced and regarded as a 
social value to be proud of, in addition to which many people were 
making a profit from trading in intoxicants. Given these sensitivities, 
Allah (s.w.t.) introduced the prohibition in four stages as follows. 


Stage Two 

Inilie second stage of the prohibition of alcohol 
promoted, one that referred to intoxication and 

™ ofa ^ uestlon asked to the Prophet (s a w 
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Stage One 

The first stage of the prohibition of alcohol consumption in the Qur’an 
can be seen as an introductory measure. This is clear from the following 
verse: 

And Allah sends down rain from the skies, and gives therewith life to the earth after its 
death: Verily in this is a Sign for those who listen. And verily in cattle (too) will ye find 
an instructiie Sign. From what is within their bodies, between excretions and blood, we 
produce foryonr drink, milk, pure and agreeable to those who drink it. And from the 
./ 'it oj the date-paim and the vine, ye get out strong drink, and wholesomefood: behold 
th,s also 11 a s ‘gu for those who are wise . 4 * 1 

^abl XP wOTr"alip n | a J^’ ' S n0t 3n adec l uate interpretation of the 
drunkpnnpc j . ‘ Rat ^ er ’ !t 1S an amalgam of something that causes 
this which th^ * L ^ erment ation process which produces liquor. It is 
of verses k Contrasts witb Pure and agreeable milk. The order 

Production whi^^u 1 ' 6 ' VerSe 65 describes the Divine factor of 
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in controlling human behaviour. At this sta B , p 
of the final legal prohibition, a choice is given t 
22 their belief (which obliges them to pray 
indulge in drinking which will result in them 
Another message conveyed by this verse is th. 


Stage Four 

In this fourth stage, a final and absolute prohibition is declar 
Allah (s.w.t.) conveys in strong wording a clear order to ref 
both intoxicants and gambling: 

0 ye who believe! Intoxication and gambling, sacrificing to stones, and (di 
arrows, are an abomination of Satan's handiwork. Eschew such (abomi 
ye may prosper. Satan's plan is (but) to excite enmity and hatred betwet 
intoxicants and gambling, and hinder you from the remembrance of Alla 
prayer. Will ye not then abstain? Obey Allah, and obey the Messenger, 


The Prohibition of Intoxicants in the Sunnah 

In SahTh al-Bukhari, in the Book of Drinks, we find that: 

Aa isha narrated that the Prophet (s.a.w.) was asked about al-Bataa which was a k 
of liqueur, the Prophet said: Any drink that causes intoxication is haram (unlawful) 


Qur’an 4:43. 

Qur’an 5:90-92. 

Abu Dawud, Book 26, No. 3679. 
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7-3 V ’ ac i,ine is a business ° pp ""“ 0 f the machine itself, 
Imems'ot expense. The ^ ^men ^ machine including the rental 
and the second is the nmnjg ™ Understanding the operation of 
of the premises a mach.ne makes a profit, wtll help 

the gambling mac J' n jncj le behind gambling. 

us to understand P ion .- Can anyone win against the 

We need to begin by ^ answer to this question is “Yes” It 

gambling machine. The app somebod y puts a coin in the slot 

will be observed that from tun ^ for ^ first time , and receives 
of a gambling machine, p m A sec0 nd question is “Can 

more money in return answer t0 this question is “No”. This 

“Sit profit-making. It ■> « »>«to lose money. 

*: .fi. conflict fi. r » 

because the winning occurs against oth P - niaving and that is 

machine itself. The machine is merely a metom for pi W a 
why the machine does not lose. It is an instrument** "^Jage 
to play against each other, and is pre-programmed to teepP 
of the money staked so as to cover the two aforementioned exp ^ 
plus a profit, and then to distribute the rest of the mo y 
among the gamblers. ^ rs t 

So the concept of gambling contains two elements. 
element is an abuse of the human tendency to compe e, ^ ^ sma u 
by the chance of winning a large amount of money agams^ 
stake. 456 The second element is a random redistribution ^ the 
for one purpose only, which is to take a percentage cut t r ^ ernen ts 
distribution operation. Any transaction based on these two 
can be considered gambling. 

—- , upcause the 

456 This element fits within the concept of deception in ghat ar ^ ^j^ing d 
paid into the machine is given in return for nothing but a chance 
prize (see Transaction Map Theory in Chapter 6). 
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1 N UW!CATION AND GAMBLING 

, H0 , Sato’s handiwork. Eschew such (abomination), that 


This prohibition has been given with such assurance that Imam al-R azi 
states the following in his tatslr. 

Firsts the Arabic uvrd innama has been placed in the beginning of the verse . 
h Arabic, this mates emphasis on what is mentioned afterwards. Secondly , these 
prohibited things bate been classified as being ‘ rijs ’ (impure), from which natural 
disposition abstains. Thirdly, they have been branded as Satanic acts. Fourthly, their 
sercrit j has been categorised at the same level as idol worshipping (shirk) in the sense 
that they all are links in a single chain. m 
After mentioning that they are impure, Allah (s.w.t.) says: 

Keep away from them . 46 ‘ 

The Qur'an does not end the discussion at this point, but continues in 
5:91 where Allah (s.w.t.) states conclusively that Satan wants to ruin 
the worldly life of human beings as well as their Hereafter. Alcoholic 
drink and gambling are exposed here as sowing the seeds of hatred and 
hostility between human beings in the worldly life. Their evil effects 
on physical and psychological health are many, and they can distract an 
individual from obligatory duties such as prayer and the remembrance 
of Allah (s.w.t.). 


Opportunity Waste 

In Christopher Johnson’s Measuring the Economy, three methods of 
measuring the performance of an economy using Gross Domestic 
Product (GDP) are mentioned. These three methods are output- 
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lie European Comparative Alcohol Study finds 
„, mtj) Mo! consumption goes up and down, 
pi if mi down in parallel. 2. This applies to all European countries. r> 
iifk lit alcohol consumption of a country, the greater the harm from alci 
Britain, deaths from liver cirrhosis (largely caused by alcohol) increased steep t 
/r and 2001. Cirrhosis deaths in Scotland more than doubled, and are nt 
Mytm Western Europe... In England and Wales, cirrhosis deaths ro 


7.5 Intoxication, Gambling and Society 

Islamic prohibitions are believed to exist for the benefit of human beings 
and their societies. In this light, it is important to examine the negative 
effects of both intoxication and gambling on human society in order to 
appreciate the importance of their prohibition in Islam. The discussion 
also highlights the importance of the proposal to exclude the output of 
such items when measuring economic performance. 


Physical Health 

According to a 2004 World Health Organisation report, most health 
professionals agree that alcohol affects practically every organ in 
the human body. Alcohol consumption was linked to more than 60 
diseases in a series of recent studies. The report states that alcohol has 
consistently been related to the risk cancer of the mouth (lip and tongue), 
pharynx, larynx, hypopharynx, oesophagus and liver. Alcohol has also 
been estimated as the leading cause of liver cirrhosis in developed 
economies. Prenatal alcohol exposure affects pregnant women and their 
infants, and in this regard the report states that: 

Alcohol consumption during pregnancy is related to various risks to the fetus, which 
include gross congenital anomalies and Fetal Alcohol Spectrum Disorders (FASD), 
which include conditions such as Fetal Alcohol Syndrome. FASD ranges from 
individual anomalies at one end to serious neurobiological dysfunctions, including mental 
retardation, at the other. The prenatal teratogenic effects of alcohol also include lethal 
q etices. The) comprise spontaneous abortion, low birth weight, fetal damage, 
prematurity and intrauterine growth retardation.™ 
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World Health Organisation, 2004, p. 39 . 
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n MmM is about 52 million adults, had participated in some form of gambling 
gUj Min the past year. This compared to 72 % million adultsj in 

1999. Around 0.5 to 0.6 per cent of the adultpopulation were estimated to be problem 
Sidlin, equaling to approximately 250,000 people. In the 2007 survey, problem 
pnU'ug mas associated with being male; single, sparated or divorced; being young 
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misms showing! »'hy alcohol is related to injury. 
w „ demonstrated in controlled experimental studies 
effects that are relevant to the risk of injury, such as 
coordination and vigilance . J 0 
s fj 0um that alcohol consumption precedes violent 
is related to severity of subsequent violence 471 

the serotonin (5HT) and GABA brain receptors that 
the social, physical or legal consequences of one’s 
Alcohol also affects cognitive functioning, leading to impaired problem solving 
v emotional responses or emotional ability . 4 2 

There is ample evidence that people with alcohol dependence and problem drinkers have 
higher rates of sickness absence than other employees 473 

It is well established that drinking can severely impair the individual's functioning in 
various social roles ... parental drinking is correlated with child abuse and impacts 
a child's environment in many social, psychological and economic ways. Drinking 
can impair performance as a parent, as a spouse or partner, and as a contributor to 
householdfunctioning... time spent while drinking often competes with the time needed 
to carry on family life. Drinking also costs money and can impact upon resources 
particularly of a poor family, leaving other family members destitute. 


There art clear biological mecrn 
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actions. 
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Addiction 

Both gambling and intoxication can be addictive and such addictions 
can intensify the aforementioned physical and psychological problems. 
According to the Institute of Alcohol Studies, a psychoactive drug is 
“any substance that affects brain function” and alcohol is considered 
to be the second most widely consumed psychoactive substance m 
Britain. The Institute reports that between 1963 and 2005, per capita 
consumption of alcohol in the UK almost doubled: 
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evil consequences, then the evils oi usuiv «... —y 5 —- mose 
which flow from gambling or the consumption of alcohol. Imam Malik 
famously found no sin greater in the Qur'an than the practice of riba. 

Also of much importance to our conclusion, is the process by which 
alcohol consumption and gambling were prohibited in the Islamic 
tradition. For those who wish to reform the financial system, it should 
be clear that the members of any society must understand the need for 
change, and should believe in the proposed solution, if reform is to be 
successful. This is certainly the case for a proposal as substantial as the 
prohibition of usury. Neither shock therapy nor gradual legislation is 
likely to be successful without buy-in from those whose lives will be 
affected by the proposed changes. The issue then, is one of combining 
correct beliefs with a technical understanding of the problems that face 
us. It is in the hope that such a combination can be achieved in the near 
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GLOSSARY 


Dhahab: Gold. 

Din: Religion. 

Din Allah: The religion of Allah. 

Din al-Malik: The religion of the king. 

Dinar: Currency made out of gold. 

Dirham: Currency made out of silver. 

•Eid: Feast. 

•Eid al-Fitr: Muslim feast after the holy month of Ramadhan. 

Faqih (pi. Fuqaha’): Scholar of Islamic jurisprudence. 

Fatrva (pi. FatSwa): Religious ruling by Muslim scholars regarding a 
certain issue. 

Fiddah: Silver. 

Fiqh: Islamic jurisprudence. 

Fiqh az-Zakah: The Islamic jurisprudence of Zakah (charity). 

Fulus: Copper currency. 

Fulus al-Ra’ijah: Money by consent. 

Gharar: Deception. 

Ghunm: The value gained. 

Ghurm: The value lost. 

Hadlth (pi. Ahadlth): Traditions relating to the deeds and utterances 
of the Prophet (s.a.w.) as recounted by his companions. 

Hadlth Sahlh: A higher degree of hadlth authenticity, normally 
nanated in Sahlh al-Bukhari and/or Sahlh Muslim. 

Haywan: Animal. 

Hajj: The pilgrimage to Makkah that takes place once a year, and tb« 
is binding on all Muslims to undertake once in a life-time if they ca 
afford to do so. 

Halal: An act that is it permissible to do, or a substance or thing ^ ia 
is permissible to consume in Islam. 
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Ihdkar: Monopoly. „f c-hnlars to 

. a: Efforts undertaken b, a scholar or a group of scholars to 

discover the Islamic point of view on one or more issues by app y g 
knowledge of the Qur an and the sunnah. 

‘Illah: The raison d’etre of a certain injunction (in the original sources 
ofshaifah) which can provide a justification for assimilating a 
^ved case with a basic case in the process of qiyas. 

Imra'ah: A woman. 

J «d: An inorganic body, mineral. 
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^ GLOSSARY 

. 

Riba: Interest or usury. 

Riba al-Buy0‘: Barter usury. 

Riba al-Fadl: Qualit y preference usur> 

Ribaal-.Vasfah: Fund usury (also known as Riba al-Qurud). 

Riba aJ-Visa’: Deferred payment usury. 

Rijs: Bad things: bad deed or action. 

Sj ' ; A v 0,u tne of measurement. 

^daqah (pI. Sadaqat): Voluntary 

, >p< '” u "" us alms *'™s- 
hepurpose Vindication. 

exchange. 

" ‘ h " n *“' tac “. sha «'a». 


glossary 


contract in which one party provides capital anu me umer party 
manages the enterprise. In case of loss, the supplier of capital bears 
the financial loss while the agent-partner fails to achieve a return on 
his labour. In case of profit, both parties share it in agreed proportions 

Mufattir: Any substance that may cause a state of being temporarily 
inactive mentally and/or physically and that normally is addictive. 

Mulamasa: To buy a garment, for example, merely by touching it but 
without looking at it. 

Munabadha: To sell one’s garment by casting it to the buyer not 
allowing him to examine or see it. 

Muqayadah: Barter trading. 

Murabaha: Selling an item by its cost price plus an agreed profit 
Muthamman: Priced items or goods. 

Nabat: Plants. 

Nashld: Religious song. 

Nisa’: Women. 

Nisab: Threshold. 

Qard: Loan. 

Qfrat: Haifa Daniq (see ad-Daniq). 
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jUbl: Interest or usury- 
Rj bl iMt«y!‘: Barter usury. 

(also known as Riba al-0»rud) 

Riba al-Nisa': Deferred payment usury. 

Rijs: Bad things: bad deed or action. 

Si': A\olume of measurement. 

Sidaqah(pl Sadaqat): Voluntary or spontaneous almsgiving. 

to Asubsiance formulated for the purpose of intoxication. 
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‘Araby (Arabic). 

Mohammad. IW. .****" J™' * 
i 'fin al-lslamiyah Wal-Awaqaf Ha al-Da 


Takaful: Co-operation to relie\ 
the society or a financial produc 
disaster. 

Tawarruq: Purchasing an item 
instalments, not L 
it and take its price ii 


-n with the price paid in future 
for the purpose of using the item, but in order to sell 
-immediately. The main objective of at-Tawarriq j 
to obtain cash money, and is not the need of the item purchased. 

Thaman: Price. 

Thamaniyya: The element which makes an item accepted as money 
(which could be translated as ‘priceness , ). 

Ummah: Nation. 

Usui al-fiqh: The science which describes the rules relating to the 
extraction of sharf ah rulings from the Quran and the sunnah. 

Waraq: Paper. 

Wariq: An Arabic word for silver currency. 

Wasaq (pi. awsaq): A unit of measurement. 

Wathiqat al-Madinah: The social contract that the Prophet 
Muhammad (s.a.w.) made between the citizens of al-Madinah and the 
immigrants from Makkah. 

Zakah: Charity. 

Zakat al-Fitr: A type of zakah (personal zakah). 

Zakat al-Mal: A type of zakah (wealth zakah). 

Zina: Desire for Embellishment. 
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